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PREFACE 

In  my  recent  work,  "The  Practical  Work  of  a  Bank," 
the  subject  of  Credit  is  exhaustively  treated,  but  with 
particular  reference  to  the  fundamentals  of  credit  as 
applied  to  any  credit  risk. 

The  present  work  has  been  prepared  at  the  request 
of  my  publishers  for  a  simple,  concise  work  on  the  sub- 
ject of  Commercial  Paper,  that  would  not  impair  the 
value  of  the  other  work,  to  which  the  reader  is  referred 
for  more  extended  treatment  of  many  phases  of  credit, 
collateral  to  the  present  subject.  To  attempt  to  treat 
these  herein  would  be  a  restatement  of  what  has  already 
appeared  from  the  same  authorship. 

Inasmuch  as  Commercial  Paper  now  forms  one  of  the 
principal  assets  of  the  banks  of  this  country,  and  the 
credit  risk  must  be  ascertained  by  analytical  processes 
that  differ  from  those  employed  where  the  borrower  is 
personally  known  to  the  lender,  I  have  attempted  in  a 
limited  scope  to  outline  the  basic  processes  by  which  the 
worth  of  Commercial  Paper  may  be  determined. 

While  much  has  been  written  concerning  Credit,  to 
my  knowledge  no  work  has  yet  appeared  that  attempts 
to  apply  abstract  principles  to  concrete  cases,  and  I 
have  therefore,  after  giving  a  brief  treatment  of  the 
subject  of  Credit  and  Commercial  Paper,  devoted  the 
remainder  of  the  work  to  the  analysis  of  actual  state- 
ments submitted  by  brokers. 

It  must  be  assumed  that  in  every  case  the  credit  seeker 
complies  with  the  rules  laid  down  in  the  other  work  me!n- 
tioned  as  to  character  and  capacity,  this  work  being  de- 
voted solely  to  an  impartial  and  impersonal  review  of 
cold  facts  submitted,  from  which  we  attempt  to  form  a 
conclusion  as  to  the  ability  of  the  maker  of  the  paper  to 
meet  it  at  maturity.  The  figures  are  actual  transcripts, 
with  names,  places  and  dates  changed  for  obvious  rea- 
sons, thereby  giving  actual  conditions  for  our  considera- 
tion. W.  H.  K.,  Jr. 
New  York,  January,  1918. 
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The  Purpose  of  Credit  in  Business 

In  the  conduct  of  business,  large  or  small,  it  becomes 
needful  and  proper  that  credit  be  used  for  the  purpose 
of  obtaining  goods  on  deferred  payments,  or  for  bor- 
rowing money  with  which  to  purchase  goods,  raw  ma- 
terial, etc.,  and  carry  on  the  various  financial  operations 
incidental  to  business  dealings.  The  form  which  the 
credit  takes  depends  upon  the  customs  of  the  business  as 
they  have  developed  through  the  course  of  years.  In  re- 
tailing, credit  usually  takes  the  form  of  book  accounts, 
and  this  form  of  credit  is  doubtless  the  most  common  in 
this  countr}^  But  in  order  to  be  in  position  to  extend  the 
book  credit,  borrowing  in  one  way  or  another  must  be 
resorted  to.  Open  account  credit  prevails  largely  in 
wholesaling  also,  but  the  borrowing  methods  may  be  said 
to  be  more  scientific,  in  that  more  accurate  knowledge  of 
the  borrower's  condition  is  obtainable,  the  bookkeeping 
systems  are  better,  and  more  careful  audits  are  made 
from  time  to  time,  so  that  the  exact  status  of  the  concern 
may  be  known  to  the  creditors  at  stated  intervals. 

The  Avenues  of  Borrowing 

The  avenues  of  borrowing  in  business  consist  of: 

(a)  Private  loans  from  relatives  or  friends,  and 
money  of  employees  left  in  custody  of  the  firm  for  in- 
vestment purposes. 

(b)  Direct  loans  from  the  home  bank  payable  on  de- 
mand or  at  a  stipulated  time;  and  indirect  loans,  other- 
wise known  as  discounts,  which  are  purchases  by  the 
bank  of  the  firm's  "Receivables,"  meaning  the  promis- 
sory notes  taken  ^y  the  firm  in  the  course  of  business. 
(As  a  rule,  banks  are  limited  in  their  lending  power,  and 
can  loan  only  a  certain  proportion  of  their  capital  and 
surplus  to  a  single  interest;  but  the  law  recognizes  the 
difference  between  a  direct  and  an  indirect  obligation, 
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and  so  does  not  limit  the  amount  that  may  be  loaned  in- 
directly in  the  form  of  customers'  notes  discounted.) 

(c)  Loans  in  the  form  of  commercial  paper,  which  is 
a  floating  debt,  scattered  broadcast  and  held  by  banks. 

(d)  Borrowing  in  the  form  of  bond  and  stock  issues 
and  mortgage  loans.  This  work  treats  principally  of 
form  (c). 

Commercial  Paper  as  Secondary  Reserve 

The  deposit  obligations  of  a  bank  of  discoimt  being 
payable  on  demand  or  at  short  notice,  it  becomes  neces- 
sary to  either  carry  a  large  cash  reserve,  or  a  line  of 
investments  that  can  readily  be  converted  into  cash  to 
meet  an  urgent  call  for  funds.  The  banking  public  is 
fickle  and  is  liable  at  the  slightest  provocation  to  start 
a  run.  Until  a  few  years  ago  bonds  were  considered  the 
most  reliable  form  of  investment  to  fall  back  upon  in 
such  emergencies,  but  as  the  liquidity  and  soundness  of 
commercial  paper  has  become  manifest  by  experience, 
it  has  been  growing  constantly  in  favor  with  bankers  as 
a  secondary  reserve. 

In  panicky  times  even  the  best  of  securities  can  be 
sold  only  at  sacrifice  prices,  and  to  borrow  is  not  easy, 
for  the  reserve  banks  may  be  in  the  same  predicament 
as  the  would-be  borrower,  as  was  the  case  in  1907  and 
again  in  1914. 

Seasonal  Demands 

Banks  have  seasonal  demands,  depending  upon  the 
locality  and  the  clientele  served.  At  certain  times 
there  will  be  an  active  demand  for  money,  and  at  other 
times  funds  will  accimiulate.  To  allow  money  to  remain 
idle  in  the  vaults  or  at  the  nominal  rates  paid  by  de- 
pository banks,  (about  2  per  cent.)  would  be  unwise. 
To  purchase  bonds  of  short  maturity  is  often  difficult 
and  sometimes  impossible;  but  commercial  paper  may 
be  had  at  any  time  and  maturing  at  any  time  desired. 
Being  under  no  obligation  to  renew,  the  bank  may  rest 
assured  of  payment  at  maturity,  and  in  all  banks  having 
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seasonal  demands,  this  form  of  investment  is  favored. 
Take  the  case  of  the  Christmas  Club,  now  widely  in 
vogue.  The  money  comes  in  steadily  during  the  year, 
but  must  be  returned  in  December;  therefore  banks 
having  this  feature  will  buy  commercial  paper  matm-ing 
about  the  first  of  December  in  order  to  be  in  funds  for 
the  annual  distribution,  a  few  weeks  later.  Commercial 
paper  forms  a  perfect  investment  under  such  conditions. 

The  Federal  Reserve  Act  has  given  new  dignity  and 
force  to  commercial  paper  by  reason  of  the  fact  that  the 
Federal  Reserve  Banks  stand  ready  to  rediscount  all 
paper  that  conforms  to  certain  requirements,  these  re- 
quirements being  in  brief,  that  the  paper  shall  arise 
from  a  business  transaction  and  be  of  short  duration. 
The  Federal  Reserve  Banks  may  in  turn  use  the  paper 
as  the  basis  of  note  issue,  the  Act  contemplating  in  sub- 
stance, that  having  40  per  cent,  in  gold  and  100  per 
cent,  in  commercial  paper,  notes  may  be  issued  up  to 
the  face  value  of  the  paper  discounted.  Therefore  as 
long  as  the  banker  holds  eligible  paper,  he  can  rest 
assured  that  he  can  turn  it  into  a  circulating  medium 
through  the  Federal  Reserve  Bank,  a  process  having  un- 
told possibilities  for  good  in  the  commercial  world. 

Many  bankers  are  now  investing  in  commercial  paper 
solely  as  a  secondary  reserve,  regarding  it  next  to  cash 
in  its  liquidating  possibilities.  Fixed  assets,  such  as 
bonds,  however  good,  do  not  by  the  process  of  consump- 
tion automatically  turn  into  money,  for  a  purchaser 
must  be  found  before  cash  can  be  realized;  but  com- 
mercial paper  being  given  to  purchase  raw  material,  or 
stock,  will  automatically  be  turned  into  cash  by  the  con- 
suming power  of  the  public. 

The  Advantages  of  Commerciajl  Paper 

The  advantage  of  commercial  paper  to  the  banking 
world  lies  in  the  fact  that  the  bank  may,  by  scattering 
its  maturities,  have  a  steady  inflow  of  money  from  loans 
which  it  is  under  no  obligation  to  renew,  and  by  reason 
of  the  scattered  risks  have  better  risks,  and  often  better 


4  COMMERCIAL  PAPER 

rates  than  the  home  market  affords — at  least  productive 
use  for  all  its  funds  all  the  time.  It  need  have  no  idle 
money. 

The  advantage  of  commercial  paper,  whether  in  the 
form  of  single-name  paper  or  receivables,  to  the  business 
world,  lies  in  the  fact  that  the  borrowing  field  is  more 
extensive  and  the  rates  of  interest  are  often  lower  than 
the  home  banks  would  charge.  There  is  also  a  distinct 
profit  in  the  discount  obtained  for  cash.  The  risk  lies  in 
the  possibility  of  being  unable  to  renew  the  loan  at  ma- 
turity; for  paper  held  by  banks  in  various  parts  of  the 
country  which  have  no  sentimental  interest  in  the  bor- 
rower's affairs  may  be  forced  to  collection,  whatever 
business  conditions  might  be. 

Commercial  paper  has  had  a  remarkably  clean  record 
in  this  country  and  substantial  evidence  of  its  intrinsic 
soimdness.  In  the  panic  of  1907,  during  a  period  of 
twelve  days  one  firm  of  paper  brokers  had  ten  millions 
of  paper  maturing  through  their  office,  every  dollar  of 
which  was  paid  without  renewal.  In  one  bank  handling 
a  large  line  of  single-name  paper,  seventy  million  dollars' 
worth  of  paper  has  been  purchased  during  a  period  of 
ten  years,  with  a  loss  of  but  $5,000  temporarily  delayed 
owing  to  liquidation  of  the  maker's  business.  Another 
bank  has  handled  ten  million  dollars'  worth  in  ten  years 
with  a  loss  of  but  $4,000. 

Single-Name  Paper 

The  single-name  paper  is  an  outgrowth  of  the  Civil 
War.  Prior  to  that  time  it  was  the  custom  of  the  mer- 
chants to  make  periodical  visits  to  the  trading  centers 
and  order  supplies  sufficient  to  last  several  months. 
Owing  to  the  crude  state  of  transportation  and  slow 
delivery,  it  was  necessary  that  large  stocks  be  purchased 
on  long-time  credit,  the  merchant  giving  his  note  in 
payment.  By  reason  of  the  uncertainty  of  the  amount 
that  would  be  received  in  cash  at  the  maturity  of  the 
instnunent,  due  to  the  greenback  disturbances,  this 
process  was  attended  by  the  danger  of  a  depreciating 
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currency.  To  obviate  this  possibility,  it  became  the  cus- 
tom to  offer  concessions  for  cash  payment.  The  buyer, 
therefore,  had  as  an  inducement  to  pay  cash,  a  flat  re- 
duction in  the  amount  of  the  bill ;  but  in  order  to  obtain 
this  reduction  he  had  to  have  available  cash  fimds.  He 
could  obtain  these  funds  from  one  of  two  sources :  Di- 
rect borrowing  from  his  bank,  or  the  general  money 
market.  If  his  bank  was  not  large  enough  to  accommo- 
date him  he  could  not  obtain  enough  credit  to  carry  on 
large  operations,  however  good  his  credit  standing 
might  be.  What  more  simple,  therefore,  than  to  make 
a  statement  of  his  business  affairs,  attested  as  to  its 
accuracy  by  a  disinterested  party,  and  fortified  by  this 
information,  offer  his  promissory  note  to  whomsoever 
would  buy?  But  in  order  to  find  a  purchaser,  it  was 
necessaiy  that  there  be  a  middle  man  who  could  give 
his  entire  attention  to  such  financial  operations.  The 
note  broker,  therefore,  came  in  between  as  a  necessity, 
to  find  a  market  for  the  paper. 

The  market  for  single-name  paper  was  originally 
New  York  City,  extending  to  Philadelphia,  Boston  and 
the  East,  but  gradually  widened,  so  that  banks  in 
all  parts  of  the  country  now  buy  commercial  paper  in 
ever-increasing  quantities.  At  first  only  the  great  dry 
goods  firms  in  New  York  which  did  a  large  conmiission 
business,  and  made  advances  to  mills,  were  obliged  to 
seek  credit  outside  of  their  ordinary  banking  circles, 
because  the  banks  were  not  large  enough  to  give  the 
firms  a  sufficient  line  of  credit.  They  then  went  to 
other  cities  and  offered  their  paper,  either  the  accept- 
ances of  the  mills  or  their  single-name  paper.  These 
were  "acquaintance  sales"  and  based,  not  on  facts  sub- 
mitted, but  upon  the  personal  knowledge  of  the  names 
offered.  The  late  James  G.  Cannon  said  that  one  of  his 
first  recollections  in  the  banking  world  was  being  sent 
out  to  offer  money  to  dry  goods  houses  which  his  board 
considered  good. 
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The  Development  of  Single-Name  Paper 

The  credit  department,  as  a  department  of  the  bank, 
dates  from  about  1890,  when  there  were  not  over  six 
credit  departments  in  operation.  In  1895  the  executive 
committee  of  the  New  York  State  Bankers  Association 
adopted  a  resolution  recommending  that  member  banks 
ask  for  written  statements.  In  1898  the  National  Asso- 
ciation of  Credit  Men  adopted  uniform  statement 
blanks,  and  in  1899  the  American  Bankers  Association 
at  Cleveland  adopted  uniform  property  statements. 
These  efforts  were  the  beginning  of  banking  credit  re- 
search, as  a  necessary  adjunct  to  the  purchase  of  com- 
mercial paper. 

This  development  is  aptly  described  by  Mr.  E.  D. 
Page  in  Trust  Companies  for  March,  1914. 

"Up  to  1861,"  he  says,  "these  credits  had  followed 
the  system  then  employed  and  still  employed  in  Great 
Britain  for  that  purpose.  The  records  of  my  business 
show  that  in  New  York  City  alone  there  were  over  three 
hundred  wholesale  dry  goods  merchants,  selling  goods 
to  Western  and  Southern  retail  houses,  and  financing 
the  merchandise  sold  for  a  long  enough  term  to  provide 
for  its  complete  turnover  and  cash  liquidation  from  the 
proceeds  of  the  crops.  The  customary  term  of  that 
credit  was  eight  months,  and  one,  or  at  the  most  two, 
liquidations  per  annum  were  all  that  were  commonly 
expected.  The  retail  buyer  had  no  general  credit;  he 
established  relations  with  one  or  two  wholesalers  who 
made  themselves  familiar  with  his  character,  his  ability, 
and  the  conditions  under  which  he  made  his  sales.  The 
fabric  of  the  trade  was  built  up  upon  this  intimate 
knowledge  of  personality,  which  often  resulted  in  the 
complete  assumption  of  a  buyer's  indebtedness  by  a 
single  wholesaler  in  each  of  the  merchandise  lines  which 
he  handled,  dry  goods,  groceries,  leather  goods,  hard- 
ware, etc.  The  goods  themselves  were  mostly  staple, 
accumulated  by  the  wholesaler  in  anticipation  of  his 
busy  season,  and  purchased  in  his  warehouse  by  the 
personal  selection  of  the  buyer.     The  goods  were  then 
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billed,  the  bill  approved  by  the  buyer,  and  settled  im- 
mediately either  by  a  note  or  draft  for  acceptance  at 
eight  months'  sight.  The  transaction  so  far  as  the 
sale  was  concerned  was  closed;  the  seller  knew  exactly 
the  amount  and  term  of  the  credit  extended,  and  the 
buyer  often  pledged  himself  to  seek  no  further  credit 
until  the  note  was  paid. 

"At  home  he  had  no  credit,  for  there  was  nobody  to 
extend  it;  the  country  bank  was  almost  unknown;  its 
functions,  so  far  as  they  were  the  needs  of  a  rural  or 
semi-rural  community,  were  performed,  in  large  meas- 
ure, by  the  retail  merchant  himself,  who  traded  upon 
an  elaborate  system  of  accounts  receivable  and  payable, 
which  needed  very  little  cash.  My  father,  who  gradu- 
ated from  one  of  these  country  stores,  has  often  told 
me  that  they  frequently  went  through  a  week's  business 
without  seeing  so  much  as  five  dollars  in  real  money. 
At  the  harvest  season  the  consumer  settled  by  turning 
over  his  crop  to  the  retail  merchant ;  he  in  turn  shipped 
it  to  a  market,  where  it  was  sold  and  with  the  proceeds 
the  note  was  paid. 

"The  farmer  was  so  dependent  upon  the  credit  ex- 
tended by  the  country  merchant,  and  he  upon  that  given 
by  the  wholesaler,  that  the  seller,  practically,  charged 
whatever  prices  he  pleased  for  his  merchandise,  profits 
were  several  times  what  they  now  are  under  our  cash 
system,  and  New  Yorkers  who  had  never  done  a  busi- 
ness of  over  three  or  four  hundred  thousand  dollars  a 
year  retired  early  with  fortunes  or  competences.  To 
obtain  money  with  which  to  pay  the  manufacturer  or 
importer  for  his  stock  in  trade,  the  wholesaler  discounted 
the  notes  of  the  country  merchant,  of  course  endorsing 
them,  and  thus  made  the  double-name  paper  to  which  in 
spme  quarters  it  is  hoped  we  shall  soon  revert. 
/  "But  the  system  had  other  disadvantages  than  those 
of  excessive  profits  due  to  credit  control.  It  was  easy 
to  counterfeit  the  bill  receivable  with  the  endorsed  ac- 
commodation note,  and  great  losses  ensued  in  various 
lines  of  trade  from  this  practice.  A  crop  failure  or 
other  disaster  in  any  section  not  only  bankrupted  its 
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local  merchants,  and  dishonored  their  paper,  but  strained 
or  broke  the  wholesalers  operating  in  that  region.  At 
the  outbreak  of  the  Southern  hostilities,  every  merchant, 
save  one,  in  this  city  who  sold  the  Southern  trade  either 
went  bankrupt  or  compromised  with  his  creditors.  And 
the  fluctuations  of  the  currency  combined  with  the 
scarcity  of  merchandise  during  the  war  period,  did  the 
rest.  We  emerged  from  the  struggle  with  totally 
changed  customs  of  trade.  The  wholesale  business  was 
on  a  cash  basis,  thirty  days  being  the  average  credit  al- 
lowed. The  manufacturers  sold  their  wares  on  the  same 
basis. 

"This  system  continued  satisfactory  till  the  depres- 
sion following  the  panic  of  1873.  By  this  time  the  num- 
ber of  dry  goods  jobbing  houses  in  New  York  had  been 
reduced  to  some  thirty-five,  and  new  wholesalers  had 
sprung  up  throughout  the  West  and  Southwest.  Far- 
away retail  credits  were  no  longer  handled  in  New 
York,  except  through  the  medium  of  the  regional  job- 
ber, who  soon  came  to  have  a  credit  of  his  own,  based  not 
on  the  carrying  of  merchandise,  but  upon  that  vastly 
better  and  more  fluid  asset,  the  possession  of  short-term 
accounts  receivable  due  him  from  his  customers.  That 
these  accounts  receivable  have  disadvantages  it  must  be 
conceded;  for  the  date  of  their  liquidation  is  generally 
more  elastic  than  that  of  a  note.  They,  however,  are 
not  only  established  by  custom,  but  enforced  by  a  vig- 
orous competition  for  sales,  which  is  not  likely  to  be 
done  away  with. 

"They  have  besides  another  reason  for  existence  of 
perhaps  a  more  permanent  nature.  Goods  are  no  longer 
selected  in  the  warehouses  of  the  seller,  examined  and 
accepted  on  the  spot.  In  this  case  the  buyer  took  the 
risk  of  their  being  suitable  for  the  needs  of  his  clientele 
— caveat  emptor.  Modern  merchandise  in  many  com- 
plicated forms  is  today,  in  fact,  distributed  by  drimi- 
mers,  who  sell  exclusively  from  samples,  and  generally 
for  future  delivery  at  a  more  or  less  distant  date.  The 
goods  are  not  accepted  until  they  arrive  at  the  store  of 
the  buyer  and  sometimes  not  then.    The  seller  guaran- 
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tees  them  to  correspond  with  sample,  to  arrive  in  time 
for  the  season's  business,  and  to  be  reasonable  in  price. 
Often  guarantees,  explicit  or  implied,  are  entered  into 
as  to  their  desirability.  And  so  the  modem  business  of 
commodity  exchanges  is  further  complicated  with  im- 
plied  warranties,  which  stand  in  the  way  of  any  fixed 
and  definite  settlement  of  the  amount  due,  so  that  it 
should  become  the  basis  of  a  promissory  note.  Implied 
warranty,  as  distinguished  from  caveat  emptor  is  now 
the  legal  status  of  a  very  great  part  of  the  commodity 
exchanges  of  this  country,  and  it  is  doubtful  if  it  can 
be  done  away  with  or  even  that  it  is  desirable  that  it  be 
done  away  with,  so  firmly  is  it  fixed  in  the  customs  and 
habits  of  the  one  million  seven  hundred  thousand  firms, 
corporations  and  individuals,  who  are  doing  business 
over  the  breadth  of  this  land. 

"Therefore  the  material  no  longer  exists  for  the  four 
months,  six  months  or  eight  months  bill  receivable  in 
transactions  among  the  large  houses  in  the  wholesale 
trades.  And  merchants  rightly  refuse  to  be  annoyed 
and  impeded  with  notes  liquidating  short-term  credits, 
especially  where  the  exact  amounts  payable  are  contin- 
gent upon  the  fulfillment  of  implied  warranties  involved 
in  the  sale. 

"In  recompense  we  have  the  system  of  cash  or  short- 
time  settlements  in  the  distributing  lines  of  trade,  and 
best  of  all  the  local  extension  of  credit  through  the  coun- 
try bank,  which  has  been  evolved  in  response  to  this  ne- 
cessity. If  by  reason  of  slow  collections,  crop  failure  or 
other  local  disaster,  the  retailer  is  unable  to  meet  his 
obligations  to  his  regional  wholesaler,  he  has  two  re- 
sources. The  first  is  his  local  bank.  The  local  banker 
lives  beside  him.  No  one  better  than  he  is  the  judge 
of  his  character,  of  his  ability  in  management,  of  the 
investment  of  his  means,  the  three  criteria  of  credit. 
And  so,  many  a  country  merchant  whose  statement 
would  not  go  current  for  credit  in  the  great  city  is  pre- 
served to  the  life  of  trade  by  reason  of  his  character 
and  ability,  known  by  a  neighbor,  as  is  only  possible  at 
short  range. 
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"He  may,  indeed,  perhaps  obtain  an  extension  of  his 
overdue  account  with  the  wholesaler,  by  giving  notes 
which  will  carry  the  account  over  to  a  more  favorable 
season,  and  thus  produce  that  insignificant  element  of 
double-name  paper  so  highly  esteemed  by  theorists  in 
banking,  and  fondly  supposed  by  students  of  foreign 
practice  to  be  equivalent  to  the  bills  of  exchange  current 
on  the  discount  markets  abroad.  They  do  indeed  look 
like  them,  but  there  their  similarity  stops  short.  And 
to  force  such  an  extension  upon  the  creditor  gives  a 
shock  to  the  borrower's  credit,  from  which  it  but  slowly 
recovers. 

"The  notes  which  are  given  to  the  local  banker,  when 
endorsed  by  him,  are  on  the  contrary  the  best  possible 
class  of  deferred  obligation,  not  because  they  are  given 
by  houses  of  presumably  large  capital,  but  because  they 
are  based  upon  the  most  accurate  and  careful  estimation 
of  the  two  grand  elements  of  credit,  character  and  abil- 
ity, and  backed  not  only  by  the  capital  of  the  maker, 
but  by  the  total  capital  of  his  community,  expressed  in 
the  name  on  the  back  of  the  note. 

"Can  a  system  which  has  so  gradually  grown  up  in 
this  country  of  magnificent  distances,  of  diverse  condi- 
tions, of  local  pride  and  decentralization,  perfectly  ad- 
justed to  the  complex  and  slowly  developed  needs  of  its 
business,  be  cast  aside,  without  great  disturbance  to  its 
industry  and  trade?" 

The  Note  Broker 

The  note  broker  is  an  intermediary  between  the  bank 
and  the  borrower.  He  has  his  customers  in  all  parts  of 
the  country  wishing  to  sell  their  paper,  and  banks  all 
over  the  country  in  position  to  purchase  paper  at  all 
times.  He  satisfies  himself  that  the  risk  is  good,  obtains 
the  credit  information,  arranges  it  for  ready  reference, 
submits  his  proposition  and  collects  a  commission  for  his 
services,  but  does  not  guarantee  the  payment  of  any 
instrument  or  the  correctness  of  any  statement,  relying 
upon  the  chartered  accountants  for  his  information, 
which  he  passes  on  to  the  lender. 
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The  following  paragraph  from  a  commercial  paper 
offering  indicates  the  attitude  of  the  broker  in  this  re- 
gard: 

"From  every  standpoint  this  company  is  very  strong 
and  we  regard  its  obligation  as  an  exceptionally  safe 
and  desirable  type  for  investment.  We  buy  it  ourselves 
with  confidence  and  recommend  it  without  qualifica- 
tion." 

Being  assured  in  his  own  mind  that  the  risk  is  sound 
and  that  he  can  endorse  it,  morally  if  not  legally,  the 
broker  offers  these  promissory  notes,  having  but  one 
maker,  but  often  endorsed*  in  large  and  even  amounts, 
to  banks  having  funds  to  invest  for  short-time  periods. 
This  custom  has  proved  so  sound  in  its  working  and  so 
beneficial  both  to  the  borrower  and  the  lender,  that 
single-name  borrowing  has  come  to  be  the  most  promi- 
nent method  in  business  circles  today,  and  an  impor- 
tant factor  in  the  financial  arrangements  of  the  present 
day  merchant  and  manufacturer. 

The  old  promissory  note  which  settled  a  debt  by  a 
promise  has,  therefore,  given  way  to  the  promissory  note 
which  raises  money  to  pay  the  invoice,  the  profit  on  the 
cash  discoimt  offsetting  the  cost  of  the  money.  The 
profitableness  of  this  method  will  readily  be  seen  by 
a  single  illustration. 

The  Profitableness  of  Cash  Payments 

Let  us  suppose  a  merchant  has  such  good  standing 
and  money  is  so  plentiful  that  he  can  borrow  at  4  per 
cent.  He  borrows  $100  in  order  to  take  advantage  of 
a  cash  discount  of  "2  per  cent.,  ten  days,"  on  a  $100 
purchase.  If  he  were  to  pay  6  per  cent,  interest  on  the 
$100  for  a  month  his  interest  would  be  only  50  cents; 
and  for  the  invoice  of  $100  he  remits  $98,  a  profit  of 

*  In  putting  out  single-name  corporation  paper,  it  frequently  happens 
that  some  or  all  the  directors  interested  in  the  concern  will  endorse  person- 
ally. This  is  called  "endorsed  paper."  There  are  notes  of  manufacturing 
concerns  on  the  market  bearing  the  personal  endorsement  of  from  ten  to 
twenty  directors,  which,  of  course,  adds  their  individual  liability  to  that  of 
the  corporation. 
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$1.50.  This  discount  of  $2  is  equivalent  to  72  per  cent, 
a  year,  or  twelve  times  the  borrowing  rate.  This  does 
not  mean  that  he  has  made  72  per  cent.,  but  it  does 
mean  that  if  he  were  to  make  $2  by  the  employment 
of  $100  at  interest  in  that  length  of  time,  it  would  have 
to  be  invested  at  the  rate  of  72  per  cent.  Whether  or 
not  the  seller  has  added  $2  to  the  selling  price  is  beside 
the  issue,  and  is  a  trade  secret ;  but  the  fact  remains  that 
the  merchant  has  paid  a  $100  debt  for  $98,  thereby 
making  a  cash  profit  of  $2,  less  the  cost  of  the  money 
with  which  he  has  made  payment. 

These  discounts  are  taken  advantage  of  by  all  well- 
managed  firms,  being  sufficient  in  some  lines  to  consti- 
tute a  large  part  of  the  profits.  In  practically  every 
line  of  business  single-name  paper  is  used  to  obtain 
funds  to  be  used  in  taking  advantage  of  the  concessions 
heretofore  mentioned,  and  is  firmly  established  in  Amer- 
ican banking  and  commercial  practices. 

Registration  of  Commercial  Paper 

The  registration  of  commercial  paper  has  been  a  much 
discussed  topic  in  the  past  few  years,  but  the  movement 
has  never  gained  much  headM^ay.  In  1910  a  large  in- 
dustrial concern  arranged  with  a  New  York  trust  com- 
pany to  register  all  paper  sold  by  it,  reporting  as  can- 
cellations were  made  and  new  issues  put  out,  so  that  the 
corporation's  indebtedness  in  this  line  was  authorita- 
tively  known  at  all  times.  The  idea  has  been  favored 
in  banking  conventions,  and  state  banking  superintend- 
ents and  clearing  houses  have  made  suggestions  to  the 
end  that  a  central  bureau  of  credit  should  be  established 
for  various  zones,  wherein  credit  information  could  be 
assembled  and  credit  instruments  registered,  as  a  means 
of  protection  to  the  banking  interests  of  the  country. 
With  the  development  of  the  Federal  Reserve  System, 
the  logical  medium  would  seem  to  be  the  Federal  Reserve 
Banks,  inasmuch  as  they  cover  the  country,  have  access 
to  the  bank  credit  files,  rediscount  for  members  and  have 
all  the  machinery  and  all  the  power  necessary  to  insti- 
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tute  and  carry  out  this  important  feature  of  commer- 
cial paper.  Thus  far  no  great  strides  have  been  made 
but  state  banking  departments  are  now  operating  credit 
bureaus  for  the  purpose  of  fihng  information  relative  to 
borrowers  in  the  jurisdiction,  as  a  safeguard  against 
over  extension  of  credit. 

Two-Name  Paper 

Two-name  paper  is  what  is  called  "receivables," 
meaning  the  note  of  the  debtor  given  to  the  creditor 
in  payment  of  a  debt.  Before  it  can  be  negotiated  it 
must  be  indorsed  by  the  payee,  who  by  the  act  of  indorse- 
ment becomes  liable  for  its  payment  in  case  the  maker 
fails  to  pay,  and  it  has  the  added  strength  of  another 
name  as  soon  as  it  is  negotiated.  These  are  sold  in  the 
same  manner  as  single-name  paper  and  are  as  a  rule  in 
odd  amounts.  The  "Claflin  Receivables"  were  the  best 
known  paj^er  of  this  kind  until  the  firm  went  through 
reorganization.  These  were  the  notes  that  had  been 
taken  by  the  Claflin  house  from  its  customers  and  sold 
in  the  market  with  its  indorsement. 

Relative  Advantages  of  Single  and  Two-Name 

Paper 

Both  single  and  double-name  paper  have  their  advan- 
tages. The  single-name  paper  is  a  direct  obhgation, 
easy  to  check,  in  large  denominations,  uniform  and 
round  amounts.  It  is  equivalent  to  handling  bills  of 
large  denomination  against  small  change.  The  book- 
keeping is  simple. 

Two-name  paper  has  an  advantage  in  that  it  has  the 
strength  of  two  names,  carries  on  its  face  evidence  that 
it  is  for  a  business  transaction,  but  has  the  disadvantage 
in  being  possible  accommodation  paper,  it  being  easy  to 
disguise  its  nature  if  fraud  and  trickery  actend  the 
transaction.  There  is  no  evidence  on  the  face  of  single- 
name  paper  that  it  is  for  commercial  purposes,  but  is 
always  presumed  to  be  issued  for  the  i>urjx>,se  of  taking 
advantage  of  cash  discounts. 
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The  possibility  that  two-name  paper  may  be  fictitious, 
or  accommodation  paper,  while  a  factor  to  be  consid- 
ered, is  not  serious,  but  fraud  is  possible  in  all  things. 
It  may  be  "swapped  paper" — one  firm  trading  its  paper 
for  another;  but  if  it  represents  a  business  transaction, 
as  it  properly  should,  a  bona  fide  debt,  it  is  a  highly  de- 
sirable form  of  credit  instrument  and  in  wide  use  in 
European  countries,  where  single-name  paper  is  prac- 
tically imknown. 

Necessity  of  Credit  Statements 

The  necessity  of  a  credit  statement  is  apparent.  A 
casual  knowledge  of  anything  is  dangerous,  and  the  fact 
that  a  man  is  a  man  about  town,  well  known  in  business 
for  a  length  of  time,  a  good  provider,  a  good  spender, 
owning  certain  real  estate,  does  not  warrant  the  conclu- 
sion that  he  is  a  safe  credit  risk.  This  can  only  be  de- 
termined by  an  intimate  knowledge  of  his  affairs  as 
disclosed  in  his  credit  statement.  We  must  know  how 
much  he  is  worth;  what  constitutes  his  assets,  and  most 
of  all  how  much  he  owes,  and  in  what  form.  Some  firms 
refuse  this  information  on  the  ground  that  they  never 
borrow,  but  even  so,  to  have  one's  affairs  known  to  the 
banker,  who  sooner  or  later  may  be  asked  to  be  a  lender, 
is  a  forehanded  precaution. 


PIVOTAL  POINTS  IN  A  CREDIT 
STATEMENT 

Before  proceeding  to  analyze  a  credit  statement  in 
detail,  certain  features  should  be  given  first  attention. 

(a)  The  statement  must  he  of  recent  date.  In  the 
exigencies  of  business  much  can  happen  in  the  course 
of  a  short  time,  and  to  make  a  loan  on  a  statement  of 
condition  a  year  or  two  past,  ife  to  take  the  chances  that 
the  passing  of  time  brings ;  therefore  the  date  should  be 
not  over  six  months  past,  and  later  if  possible. 

(b)  It  should  he  an  authenticated  statement.  The 
tendency  of  any  business  concern  making  an  appraisal 
of  its  own  affairs  is  to  magnify  the  assets  and  minimize 
the  liabihties;  to  unduly  appreciate  the  resources  and 
depreciate  the  liabilities.  Human  nature  is  prone  to 
overvalue  its  own  possessions,  and  this  weakness  is  mani- 
fest in  every  statement  made  by  the  owner.  The  only 
reliable  method,  pursued  by  a  large  number  of  commer- 
cial houses  is  to  have  periodical  audits  of  the  books  made 
by  public  accountants  who  have  no  interest  in  the  busi- 
ness, and  whose  sole  aim  is,  or  should  be,  to  arrive  at  a 
correct  statement  of  condition.  Reputable  auditing 
concerns  are  jealous  of  their  good  name,  and  endeavor 
to  put  out  nothing  over  their  signature  which  is  not  re- 
liable; therefore,  any  credit  statement  attested  by  such 
a  concern  may,  as  a  rule,  be  depended  upon. 

(c)  Paper  should  he  hought  only  through  a  reliahle 
hroker.  As  the  field  of  commercial  paper  has  widened 
and  its  place  in  the  banking  world  become  more  firmly 
fixed,  and  the  market  broader,  numerous  individuals 
have  gone  into  the  business  with  little  or  no  financial 
standing  and  unscientific  methods.  Such  brokers  should 
be  avoided,  and  purchases  made  only  through  estab- 
lished firms.  There  are  certain  brokerage  houses  whose 
names  are  synonymous  with  quality,  who  examine  every 
credit  risk  carefully  before  undertaking  to  market  the 
paper,  and  the  fact  that  it  is  offered  by  them  is  evidence 
in  itself  of  careful  investigation  and  quality.    No  good 
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house  will  risk  its  prestige  by  offering  unsound  paper. 
An  examination  of  a  large  number  of  credit  statements 
furnished  by  two  leading  houses,  from  which  those  used 
in  this  work  were  selected,  results  in  the  conclusion  that 
one  could  in  safety  purchase  the  paper  of  any  or  all. 
This  does  not,  of  course,  mean  to  infer  that  paper  put 
out  by  such  houses  is  entirely  without  risk,  for  some 
of  the  largest  concerns  that  have  gone  to  the  wall  have 
been  financed  by  well-known  brokers  who  were  them- 
selves deceived  as  to  the  risk  involved.  The  broker  never 
guarantees  the  paper. 

Audited  Statements 

The  custom  of  audited  statements  has  been  fast  gain- 
ing groimd  in  the  field  of  commercial  paper,  due  to  the 
insistence  of  the  bankers  for  information  as  to  the  bor- 
rower's condition  that  could  be  fully  relied  upon. 

The  questions  arise:  Do  these  audited  statements 
guarantee  anything  to  those  who  rely  upon  them  in  ex- 
tending credit,  and  do  they  uncover  anything  which  the 
lender  ought  to  know  in  advancing  money  to  the  firm 
audited?  We  must  have  a  clear  idea  of  what  auditing 
means  before  we  can  discuss  what  it  aims  to  do.  We 
must  know  something  of  the  auditing  process,  and  what 
results  it  aims  to  show  as  the  sequence  of  the  audit. 

An  accountant  is  one  who  makes  the  examination  of 
accounts  his  profession ;  and  an  audit  is  the  examination 
made  by  an  accountant,  duly  attested.  This  examina- 
tion has  a  time  element  as  of  the  date  when  the  audit 
is  made,  and  if  it  expands  into  an  investigation,  it  is  pe- 
riodic and  covers  a  space  of  time.  But  the  banker  is 
concerned  with  the  actual  condition  at  a  time,  rather 
than  the  incidents  and  processes  that  lead  up  to  the  con- 
dition at  that  time.  The  audit  aims  to  show  the  true 
condition  as  nearly  as  the  auditor  can  make  his  com- 
])utations.  It  is  most  of  all  honest  and  independent, 
for  if  not  honest,  it  cannot  be  independent,  and  a  false 
audit  is  impossible  except  by  a  rogue. 

When  commercial  paper  is  offered  the  banker  over 
the  signature  of  a  duly  chartered  accountant,  he  may 
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safely  conclude  that  the  auditor  is  competent,  the  audit 
honest  and  the  results  as  accurate  as  can  be.  The  de- 
gree of  competency  is  a  matter  of  choice  and  experience. 
The  authorization  of  public  accountants  is  becoming 
more  and  more  rigid,  their  qualifications  more  exacting 
and  the  numbers  relatively  small.  But  it  may  be  con- 
cluded that  all  audits  are  honest,  for  to  be  otherwise 
would  be  suicide  to  the  profession.  The  auditing  pro- 
fession has  not  reached  the  point  where  it  may  guaran- 
tee its  audits.  The  best  it  can  do  is  to  certify  that  con- 
ditions are  as  named,  values  as  stated,  in  so  far  as  the 
auditor  has  been  able  to  ascertain  from  the  records.  He 
may  be  amiss  in  his  judgment  of  values,  but  at  best  it 
is  a  human  audit  and  subject  to  all  the  limitations  of  the 
human  element,  but  it  is  the  safest  estimate  of  the  firm's 
condition  aside  from  an  appraisal  which  is  an  audit  plus 
an  investigation.  Subject  to  these  limitations,  the  audit 
is  the  most  rehable  source  of  credit  information  and  is  so 
regarded,  especially,  if  the  audit  is  made  by  a  firm 
specializing  in  the  particular  line  audited. 

The  courts  of  this  country  have  not  been  inclined  to 
hold  auditors  or  public  accountants  to  a  legal  responsi- 
bility for  their  audits,  but  the  English  courts  have  held 
certified  public  accountants  to  absolute  honesty  and 
good  faith,  reasonable  care,  intelligence,  professional 
skill  and  ability  in  the  making  of  audits.  The  account- 
ant should  be  legally  liable  for  fraud  if  he  purposely 
misrepresents  or  grossly  misstates  conditions,  but  not 
for  failure  to  report  things  which  he  did  not  discover. 
The  auditor  is  not  a  valuer.  He  is  not  an  insurer.  He 
is  not  a  guarantor.  But  he  is  more  than  a  bookkeeper. 
His  work  represents  more  than  a  mere  mathematical 
calculation.  "While  he  is  a  watch  dog,  he  is  not  a  blood- 
hound," as  one  English  judge  puts  it. 

In  the  matter  of  inventory,  the  auditor  does  not  ap- 
praise— he  checks.  He  substantiates  the  results  as  a 
whole.  He  may  test  and  prove,  but  as  a  rule  he  cannot 
make  the  actual  inventory,  which  would  be  a  physical 
impossibility. 
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To  summarize: 

(1)  Failures  have  been  costly  to  banks  because  of 
misrepresentation.  They  may  be  deliberate  or  uninten- 
tional. A  well  ordered  audit  will  eliminate  the  errors 
of  misstatement. 

(2)  A  periodic  audit  will  shortly  disclose  unsafe  con- 
ditions. It  will  not  prevent  failure,  in  itself,  but  will 
hold  out  the  red  flag  of  danger. 

(3)  Where  banks  are  loaning  to  unknown  borrowers, 
independent  information  is  absolutely  necessary  if  safe 
loans  are  to  be  made. 

(4)  While  an  important  source  of  credit  informa- 
tion, it  is  but  one  of  several  avenues  of  information. 

Speaking  on  the  subject  of  audited  statements  before 
the  Clearing  House  Section  of  the  American  Bankers 
Association  at  Boston,  October  7,  1913,  Ralph  Van 
Vechten,  vice-president  of  the  Continental  and  Com- 
mercial National  Bank  of  Chicago,  said : 

"I  have  had  prepared  a  careful  analysis  of  the  causes 
leading  up  to  several  failures  and  find  the  following: 

"Taking  twenty-one  leading  houses  whose  paper  was 
floated  over  a  wide  territory,  the  liabilities  disclosed  by 
insolvency  totaled  $39,097,629. 

"The  latest  previous  statements  obtainable  issued  by 
these  twenty-one  houses  showed : 

Bank  debts $14,702,096 

Other  debts 8,888,012 


"Total  liabilities  according  to  statements.$23,590,108 

"Showing  the  enormous  increase  of  $15,507,521, 
or  sixty-five  per  cent.,  in  actual  liabilities  over  those 
admitted  in  statements. 

"The  total  assets  claimed  by  these  same  concerns 
were  $61,374,714, 

"But  under  the  fair  assumption  that  the  assets  were 
padded  in  about  the  same  proportion  as  the  indebtedness 
was  falsely  scaled  down,  and  that  in  liquidation  there  is 
a  great  sacrifice  of  values,  the  small  percentage  paid 
creditors  is  easily  explained. 
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"The  above  does  not  include  any  concern,  the  sale  of 
whose  paper  was  confined  to  only  one  or  two  sections 
of  the  country. 

"From  this  it  is  plain  that  this  is  a  subject  which 
should  appeal  to  bankers  generally. 

"In  addition  to  loans  shown  by  statements,  it  is  esti- 
mated that  the  increase  disclosed  is  largely  held  by 
banks,  so  it  is  fair  to  assume  that  bank  losses,  in  these 
twenty-one  cases,  under  50  per  cent,  settlements,  would 
equal  $15,000,000. 

"We  find  that  fifteen  of  these  failures  were  due  to 
over-extended  credit,  and  out  of  the  fifteen  there  were 
four  instances  of  padded  statements. 

"Two  were  caused  by  dry  rot,  poor  business  and  poor 
management,  and  one  of  these  included  a  padded  state- 
ment. 

"One  was  the  outcome  of  labor  troubles  and  poor 
business,  with  a  padded  statement. 

"We  find  one  case  due  to  internal  dissensions. 

"In  another,  investigation  shows  that  for  a  long  pe- 
riod the  actual  working  capital  had  been  employed  by 
the  largest  stockholder  of  the  concern  in  his  private 
operations,  during  all  of  which  time  he  had  been  mak- 
ing false  statements  to  his  bankers  and  note  brokers. 

"One  of  these  failures  was  the  result  of  the  flood  con- 
ditions in  the  Ohio  Valley,  this  being  one  of  two  cases 
out  of  the  twenty-one  mentioned  that  promise  reorgani- 
zation with  payment  in  full  to  the  creditors. 

"To  summarize,  we  find  nine  cases  of  padded  or  dis- 
honest statements,  two  of  which  were  most  outrageous 
distortions  of  the  facts,  it  being  shown  that  they  actually 
had  a  very  small  margin  of  working  capital.  One  of 
these  was  doing  a  volume  of  business  running  up  into 
the  hundreds  of  thousands,  and  the  other  up  into  the 
millions,  entirely  on  the  credulity  of  bankers  and  note 
brokers.  In  the  whole  list  there  was  but  one  case  of 
an  audited  statement,  and  that  company's  failure  was 
the  result  of  an  unforeseen  and  terrible  disaster. 

"Taking  these  analyses  as  a  basis,  it  seems  fair  to 
assume  that  fifteen  of  the  failures  may  be  attributed  to 


20  COMMERCIAL  PAPER 

the  ease  with  which  flotations  of  paper  could  be  made 
through  the  note  brokers,  and  also  that  these  concerns 
would  never  have  been  allowed  or  encouraged  to  go 
from  bad  to  worse  year  after  year,  if  proper  restrictions 
had  been  thrown  around  the  issuance  of  statements.  In 
fact,  it  has  seemed  evident  that  brokers  have  in  some 
instances  used  every  effort  to  place  large  lines  of  paper 
regardless  of  the  actual  requirements  of  their  customers. 
"Now,  as  to  the  matter  of  audits,  the  figures  quoted 
are  certainly  convincing,  and  it  is  self-evident  that  only 
one  name  out  of  the  entire  list  would  have  been  pur- 
chased if  the  buying  banks  had  insisted  upon  the  pur- 
chase of  no  other  notes  than  those  whose  makers  sub- 
mitted audited  statements,  and  this  concern  failed 
through  an  act  of  God,  instead  of  through  any  fault 
of  the  management,  so  that  it  stands  out  as  a  splendid 
exception  which  proves  the  rule." 

The  following  is  a  well  stated  certificate  of  audit: 

We  have  audited  the  accounts  of  the  Blank  Company  for  the  year 
ended  November  30,  1917,  and  certify  that  the  Balance  Sheet  ap- 
pended hereto  properly  presents,  in  our  opinion,  the  financial  posi- 
tion of  the  company  as  at  that  date. 

The  cash  in  banks  and  on  hand  has  been  verified  by  certificates 
from  the  several  depositaries  and  by  actual  count  respectively,  while 
the  notes  and  accounts  receivable  are  stated  after  making  the  pro- 
vision for  bad  and  doubtful  accounts.  The  inventories  of  manufac- 
tured merchandise,  raw  materials,  supplies,  etc.,  as  taken  under  the 
supervision  of  responsible  officials  of  the  company  and  to  which  they 
have  certified,  are  priced  at  actual  cost,  with  the  exception  of  the 
company's  own  manufactured  merchandise,  the  latter  has  been  valued 
on  the  same  basis  as  formerly,  namely,  at  selling  list  prices  less 
12%  per  cent,  discount,  which,  while  in  excess  of  actual  factory 
cost,  is  sufficient  to  yield  a  margin  of  selling  profit. 

The  securities  for  the  investments  have  been  produced  for  in- 
spection and  we  have  examined  the  vouchers  and  other  data  in  sup- 
port of  the  expenditures  on  additions  to  the  physical  properties 
during  the  year  under  review.  The  expenditure  on  lasts,  patterns, 
dies,  etc.,  amounting  during  the  year  to  $174,045.23,  has  been 
charged  direct  against  factory  operations  and  consequently  is  not 
included  in  the  additions  referred  to  above.  The  amount  charged 
to  operations  in  respect  of  depreciation  and  maintenance  of  the 
physical  properties  for  the  year  under  review  is,  in  our  opinion, 
adequate  for  these  purposes. 
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All  liabilities  of  the  company  at  November  30,  1917,  of  which 
sve  have  cognizance,  are  included  in  the  Balance  Sheet. 

(Signed)     A.  B.  C.  &  CO.,    ' 
Chartered  Accountants. 

We  have  audited  the  accounts  of  the  Blank  Hardware  and  Manu- 
facturing Company,  Inc.,  for  the  year  ended  April  30,  1917,  and 
certify  that,  in  our  opinion,  the  foregoing  balance  sheet  properly 
presents  the  financial  position  of  the  company  as  at  that  date  and 
is  as  shown  by  its  books. 

We  have  verified  the  cash  in  banks  and  on  hand  and  have  seen 
that  full  provision  has  been  made  for  discounts,  claims  and  losses 
on  notes  and  accounts  receivable.  The  hardware  and  other  mer- 
chandise and  materials  as  inventoried  and  certified  by  responsible 
officials,  have  been  valued  at  less  than  cost  or  market  prices  at 
April  30,  1917.  Ample  provision  has  been  made  in  respect  of  de- 
preciation on  the  physical  properties,  and  no  value  is  carried  for 
equipment,  furniture,  fixtures,  etc.,  while  the  investments  are  car- 
ried at  cash  or  nominal  values. 

All  liabilities  of  the  company  at  April  30,  1917,  of  which  we 
have  cognizance,  are  included  in  the  Balance  Sheet,  the  contingent 
liability  of  customers'  paper  under  discount  being  noted  above. 

(Signed)     X.  Y.  Z.  &  CO., 

Chartered  Accountants. 

Comparative  Statements 

A  credit  statement  is  a  statement  of  the  condition  of 
a  firm  at  a  particular  time,  showing  what  the  firm  owns 
and  what  it  owes.  It  should  be  the  result  of  an  audit, 
bringing  to  a  focal  point  all  the  business  of  the  concern, 
so  that  a  bird's-eye  view  is  obtainable.  From  this  we 
may  judge  the  condition  as  at  that  particular  time. 
But  such  a  process  has  no  relation  to  the  progress  of  the 
concern  from  time  to  time.  This  can  only  be  ascer- 
tained by  a  comparison  of  statements.  Therefore,  it  is 
quite  a  common  custom  for  banks  to  make  a  digest  of 
the  statement  on  their  own  forms,  giving  the  various 
items  in  apposition,  a  study  of  which  will  indicate 
whether  or  not  advancement  has  been  made. 

Such  a  procedure  will  enable  an  analytical  mind  to 
determine  with  considerable  accuracy  the  growing 
strength  or  weakness  of  the  concern.     If,  for  instance, 
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the  volume  of  sales  has  increased  year  by  year  and  the 
accounts  receivable  are  more  or  less  uniform  it  will  in- 
dicate that  the  concern  is  making  prompt  collections. 
But  if  the  sales  are  stationary,  and  the  accounts  re- 
ceivable increasing,  it  would  indicate  that  a  growing 
proportion  of  the  credit  is  slow.  If  the  bills  receivable 
are  increasing  it  will  indicate  that  the  payments  are 
slow  and  the  debtors  have  settled  by  note  rather  than 
cash,  an  imhealthy  sign,  particularly  if  notes  are  not 
the  accepted  form  of  credit  in  that  particular  line. 

Such  an  analysis  requires  knowledge  of  the  business 
under  survey,  and  training  in  accountancy,  but  it  can 
be  acquired  by  any  one  who  will  give  it  the  necessary 
study. 

The  Ebb  and  Flow 

Many  lines  of  business  have  periodic  activities,  due 
principally  to  the  seasons.  For  instance,  in  the  spring 
farmers  are  spending  money  for  seed,  fertilizer  and 
labor;  in  the  fall  they  reap.  They  are  justified  in  bor- 
rowing in  the  spring,  but  should  pay  in  the  fall.  Wool 
must  be  clipped  in  its  season,  which  is  short,  paid  for, 
and  stored  until  needed ;  when  the  buying  season  is  over 
wool  debts  are  high ;  but  a  year  hence  when  the  old  crop 
is  about  sold  and  the  new  crop  coming,  the  old  debts 
should  disappear.  Millinery  has  its  seasons.  The  re- 
tailer stocks  up  for  the  spring  and  fall  trade,  and  is 
expected  to  run  in  debt;  but  when  the  season  i?  over  the 
debts  should  disappear,  and  the  accounts  receivable  of 
the  wholesaler  be  turned  into  money.  Mercnandise 
should  be  turned  into  book  accounts,  book  ac^'ounis  mto 
cash,  the  cash  cutting  down  the  commercial  paper  out- 
standing as  it  matures,  which  time  should  be  when  the 
invoices  are  falling  due  and  cash  is  coming  in. 

A  building  contractor,  for  instance,  wouia  need 
money  to  carry  him  through  the  spring,  summer  and 
fall,  to  complete  the  year's  work,  but  during  the  win- 
ter he  should  pay  his  debts  in  full  before  starting  an- 
other season's  operations.     In  such  cases,  statements 
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should  be  obtained  from  the  borrower  at  the  height  and 
at  the  ebb,  so  that  the  contrast  may  be  noted.  In  such 
lines  as  groceries  and  meats,  having  no  special  seasons, 
except  it  may  be,  in  the  canning  line,  a  uniform  amoiant 
of  debt  is  to  be  expected. 


DETAILED  ANALYSIS  OF  A  CREDIT 
STATEMENT 

In  all  credit  statements  the  items  should  be  arranged 
to  show  the  quick  assets  and  the  quick  liabilities  sep- 
arately. As  a  rule  these  are  listed  first  and  totaled  so 
that  the  ratio  may  be  quickly  ascertained.  The  usual 
order  is:  Quick  assets:  (1)  Cash  on  hand  and  in  bank, 
(2)  bills  receivable,  (3)  accounts  receivable,  (4)  mer- 
chandise. Quick  liabilities :  (1)  Notes,  both  to  banks  and 
to  other  creditors,  (2)   accounts  payable. 

The  other  assets  and  liabilities  follow  in  no  stated 
course,  as  such  assets  and  liabilities  are  not  uniformly 
found  in  all  credit  statements,  and  are  to  be  re^-arded 
as  "backbone"  to  the  business,  the  quality  and  strength 
depending  upon  the  nature  thereof. 

Cash 

Unless  an  audit  is  carefully  made  by  an  independent 
party,  the  cash  is  liable  to  contain  "I.  O.  U.'s,"  and 
other  representatives  of  debt.  The  item  of  cash  per- 
mits fraud  to  a  very  large  extent.  In  the  early  days  of 
American  banking  it  was  customary  to  find  listed  as 
cash  anything  for  which  cash  had  been  expended ;  as,  for 
instance,  paid  gas  bills,  expense  vouchers,  etc.,  and  it 
is  obvious  that  such  items  are  in  no  sense  what  they  pre- 
sume to  be.  But  we  assume  that  the  cash  is  **clean," 
and  what  it  purports  to  be. 

While  a  large  amount  of  cash  is  not  always  neces- 
sary, yet  a  working  balance  sufficient  for  the  concern's 
needs  is  always  desirable.  Many  a  business  is  conducted 
on  so  close  a  margin  that  any  miscalculation  leads  to 
anxiety  and  embarrassment,  as  for  instance,  to  meet  the 
pay  roll  when  a  remittance  is  unexpectedly  delayed. 
The  bank  account  may  be  depleted  a  few  days  after  an 
audit  through  special  disbursements.  It  is  well  to  know 
whether  the  cash  balance  is  normal  or  unduly  large  in 
anticipation  of  an  audit.  The  proper  proportion  of  cash 
is  difficult  to  determine,  depending  upon  the  nature  of 
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the  business.  It  helps  a  credit  risk  considerably  to  have 
a  cash  balance  sufficient  to  make  the  account  in  the  bank 
a  desirable  one  from  the  banker's  viewpoint.  The  rule 
is  well  established  in  loans  to  the  bank's  own  depositors 
that  a  ratio  of  four  of  debt  to  one  of  balance  is  pro- 
portionately right;  that  is,  the  borrower  should  have 
one  dollar  to  his  credit  in  bank  for  every  four  dollars 
owed  to  the  bank. 

Merchandise 

Merchandise  is  the  most  difficult  of  all  items  to  cor- 
rectly appraise.  In  a  stock  of  large  dimensions,  it  is 
apparently  difficult  to  ascertain  the  value  of  the  stock 
on  hand.  An  independent  audit  would  be  a  long  and 
difficult  process  in  an  active  concern;  therefore,  much 
reliance  must  be  placed  upon  the  integrity  of  the  man- 
ager to  furnish  an  honest  inventory.  A  rough  check- 
ing may  be  made  by  taking  the  previous  inventory,  add- 
ing the  purchases  and  deducting  the  sales  at  cost;  but 
this  assumes  the  first  inventory  to  be  correct.  It  is  ob- 
viously easy  to  add  a  few  figures  to  the  listings,  thereby 
inflating  the  merchandise  account  with  no  ready  check. 

Inventory 

The  proper  basis  of  an  inventory  is  a  matter  of  opin- 
ion. A  fair  basis  would  seem  to  be  the  amount  it  would 
cost  to  replace  the  article;  but  this  allows  no  profit  for 
its  sale.  If  the  market  is  unchanged  from  the  time  of 
purchase  cost  is  a  fair  basis ;  but  if  the  market  is  lower, 
which  means  that  the  article  could  be  replaced  at  a  less 
figure,  accounting  firms  of  high  standing  are  agreed 
that  cost  less  the  usual  profit  should  be  the  inventory 
figure.  To  illustrate:  If  a  dollar  article  is  bought  to 
sell  at  25  per  cent,  profit,  one  dollar  would  be  a  fair 
inventory  figure ;  but  if  the  article  would  sell  for  a  dollar 
and  cost  one  dollar,  eighty  cents  would  be  a  proper 
figure  which  allows  the  article  to  be  sold  and  still  have 
the  expected  profit  over  inventory. 

In  the  matter  of  inventory,  it  is  important  that  it  be 
taken  at  a  time  when  it  truly  reflects  a  normal  state  of 
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affairs.  One  of  the  leading  accounting  firms  has  been 
advocating  the  closing  of  the  books  of  department  stores 
as  of  January  31,  for  the  reason  that  the  heavy  buying 
for  the  year  is  past,  Christmas  sales  are  over,  stocks  low 
and  the  special  sales  to  close  out  the  fall  and  winter 
goods  completed.  The  year's  heaviest  liabilities  are  on 
the  books,  and  a  general  cleaning  up  of  stocks  is  past. 
From  an  accounting  standpoint  it  is  important  that 
there  be  no  goods  in  stock  that  have  not  been  offset  by 
the  corresponding  invoice  as  an  account  or  a  bill  payable. 
In  the  automobile  line,  a  closing  of  the  books  during 
the  summer  is  advocated,  for  the  reason  that  most  of 
the  season's  output  of  cars  is  in  the  hands  of  the  agents, 
and  the  factory  inventory  is  at  the  lowest  ebb.  For  the 
lines  that  have  seasonal  demands,  a  "psychological  date" 
should  be  chosen,  which  accurately  reflects  the  high  peak 
and  the  low  of  the  business.  If  on  the  other  hand,  a 
stated  date  is  chosen,  it  may  lead  to  padding,  or  other 
process  to  show  a  favorable  statement.  To  guard 
against  this,  some  accountants  are  adding  a  monthly 
statement  of  the  liabilities  month  by  month,  for  the  pur- 
pose of  showing  the  banker  the  company's  debts  at  va- 
rious times.  This  gives  the  banker  a  foundation  to  work 
upon  in  anticipating  the  probable  needs  of  the  borrower, 
as  well  as  the  relative  safety  of  the  firm's  obligations. 

The  Basis  of  Inventory 

The  following  paragraphs,  taken  from  credit  state- 
ments submitted  by  commercial  paper  brokers,  will  in- 
dicate the  methods  used  by  leading  public  accountants 
in  the  matter  of  inventory : 

The  inventory  of  merchandise  is  stated  at  cost,  less  trade  ^iif- 
counts,  and  after  making  adequate  provision  for  depreciation  <»f 
.stock  regarded  as  obsolete,  but  no  provision  has  been  made  for  poa- 
sible  loss  on  stock  carried  over  from  last  season.  The  inventory 
mithxlr  i  $20,443.54  for  spring  merchandise  received  in  the  ware- 
house prior  to  December  31,  1915,  but  does  not  include  goods  in 
transit. — Marwick,  Mitchell,  Peat  &  Co. 

Mr.  M.  states  the  stock  consists  of  commodity  stuff  (denims, 
ducks,  sheeting,  cotton  piece  goods),  staple  as  groceries  and  quickly 
salable  at  a  slight  discount;  that  the  inventory  was  taken  at  cost  if 
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below  replacement  market,  at  replacement  market  if  below  cost,  and 
contains  a  substantial  profit  not  shown  due  to  increased  values 
obtaining  at  date  of  statement. — Signed  statement  of  the  "firm. 

We  are  advised  that  their  merchandise  item  is  always  valued  on  a 
basis  of  cost  if  the  market  value  is  above  cost  and  at  market  value 
if  the  latter  should  be  below  cost.  We  are  advised  that  full  insur- 
ance is  carried  at  all  times  on  both  inventory  and  buildings. — Memo 
on  credit  statement. 

The  inventory  of  merchandise,  as  taken  by  responsible  officials, 
has  been  valued  on  the  basis  of  latest  invoice  cost,  due  allowance 
being  made  for  depreciated  or  out-of-date  goods. — Price,  Water- 
house  &  Co. 

We  made  a  physical  test  examination  of  the  merchandise  inven- 
tory in  order  to  prove  that  the  quantities  were  properly  recorded. 
The  inventory  is  valued  on  the  basis  of  cost  price. — Marwick, 
Mitchell,  Peat  &  Co. 

The  kind  of  merchandise  is  important.  It  is  readily 
to  be  seen  that  a  stock  of  meats  will  bring  a  quick  re- 
turn and  nearer  the  cost  price  than  an  old  stock  of  out- 
of-season  articles,  and  in  checking  the  merchandise  item 
the  nature  of  the  business  must  first  be  considered.  The 
usual  procedure  is  to  take  a  signed  statement  from  the 
firm  to  the  effect  that  inventory  has  been  conservatively 
taken. 

The  "turnover"  of  the  business  is  also  to  be  deter- 
mined by  the  merchandise  item.  Having  the  amount  of 
sales  at  cost,*  we  may  divide  the  inventory  at  cost  into 
the  sales  to  determine  how  many  times  a  year  stock  is 
turned.  If  we  have  a  stock  worth  $1,000  and  the  sales 
at  cost  price  are  $3,000,  we  evidently  have  turned  the 
stock  into  money  three  times  during  the  year;  but  if' 
the  sales  were  but  $1,000,  it  would  indicate  that  the 
stock  had  been  sold  but  once,  a  sure  indication  of  leth- 
argy.t 

Bills  Receivable 

A  Bill  Receivable  is  a  note  taken  in  settlement  of  an 
obligation.  In  some  lines  these  are  much  in  evidence, 
as  for  instance,  in  the  lumber  industry,  where  the  ac- 

*To  obtain  the  cost  of  merchandise  gone  out  of  stock,  divide  the  gross 
sales  by  100  plus  the  usual  profit.    See  application  of  this  rule  on  page  101. 

fFor  further  discussion  of  this  subject  see  The  Practical  Work  of  a 
Bank,  by  the  same  authcr,  pages  449-451. 
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count  is  not  carried  as  a  book  credit,  but  notes  are  given 
for  purchases.  Notes  receivable  should  not  be  appar- 
ent in  any  large  amount  in  concerns  doing  a  cash  busi- 
ness as,  for  instance,  a  department  store.  There  is  no 
reason  why  such  a  concern  should  take  a  note  in  set- 
tlement of  an  account  that  is  good,  unless  all  collecting 
resources  have  failed ;  therefore  the  customs  of  the  busi- 
ness should  be  known  in  order  to  determine  if  such  an 
item  is  properly  allowed.  The  bills  receivable  if  in  large 
amount  should  be  investigated.  They  should  not  in- 
clude notes  of  employees  or  members  of  the  firm  or 
relatives,  given  for  money  loaned.  They  are  allowable 
only  as  they  represent  an  actual  sale  of  goods.  If  given 
for  old  accounts  they  are  a  doubtful  asset.  Are  they 
larger  than  customary  in  this  line?  Do  they  indicate 
lax  credit  methods  or  poor  collections  ?  Are  there  any  re- 
newals ? 

It  is  the  custom  of  many  firms  receiving  such  notes 
to  discoimt  them  at  their  bank  or  in  the  open  market, 
and  they  are  termed  * 'receivables,"  to  distinguish  them 
from  single-name  paper.  Thus  the  "Claflin  receivables" 
were  notes  taken  by  the  Claflin  firm  and  sold  in  the  mar- 
ket with  the  firm's  endorsement.  Where  such  instru- 
ments are  taken  in  payment  of  obligations,  and  dis- 
counted, there  should  be  a  contingent  Liability  shown  on 
the  credit  side  of  the  statement  to  indicate  the  firm's 
liability  thereon.  The  most  notable  examples  of  receiv- 
ables are  in  lumber,*  raw  fur,  silk  and  agricultural  im- 


*The  statement  of  a  lumber  company  in  Texas  shows: 

Notes  payable $272,0'iX).00t 

Accounts  payable 21,300.00 

A  Maine  lumber  concern: 

Notes  payable $367,673.14 

Accounts  payable 32,149.87 

An  Ohio  lumber  firm: 

BiUs  payable $542,136.18 

Accounts  payable 9,127.79 

A  Kentucky  lumber  company: 

Bills  payable $l,136,000.00t 

Accoimts  payable 10,322.73 

fThese  round  amounts  would  indicate  that  these  firms  issue  single-name 
paper,  which  in  lumber  is  the  exception  and  not  the  rule. 
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plements,  cash  registers,  pianos,  automobiles,  scales, 
soda  fountains  and  other  articles  which  are  sold  on  time, 
and  serial  notes  taken  in  payment,  and  of  course,  are 
a  prominent  feature  in  the  statements  of  such  firms. 
(See  statements,  pages  112,  124,  136,  142.) 

If  the  firm  makes  it  a  practice  to  take  notes  in  pay- 
ment, it  should  not  have  a  large  amount  of  book  ac- 
counts. For  instance,  installment  furniture  houses  sell 
on  book  credit  and  should  not  have  receivables  in  their 
statements  at  all.  As  before  stated,  the  receivable  that 
represents  an  over-due  or  uncollectible  account  is  a 
doubtful  asset. 

Accounts  Receivable 

Accotmts  Receivable  are  merely  book  accounts  with 
customers  of  the  concern.  They  are,  in  the  eyes  of  the 
law,  the  "account  stated," — the  undisputed  obligation 
of  the  debtor. 

The  old-time  custom  of  settling  a  debt  by  a  promis- 
sory note  has  given  way  to  the  book  account.  The 
seller  opens  account  with  the  buyer  on  his  ledger  on 
stated  credit  terms,  and  the  sum  total  of  these  unpaid 
balances  constitutes  the  "accounts  receivable"  of  the 
firm.  A  careful  audit  of  these  would  show  them  to  be 
divided  into:  Accounts  not  yet  due,  accounts  due,  ac- 
counts overdue,  accounts  slow,  and  suspense  items,  the 
latter  including  those  that  may  require  legal  process  to 
collect.  It  is  customary,  however,  to  classify  these  items 
into  open  accounts,  "good"  and  "doubtful,"  with  due 
allowance  for  depreciation  in  collecting.  Next  to  cash 
and  bills  receivable,  book  accounts  are  the  firm's  best 
assets,  for  they  are  constantly  turning  into  money  by 
the  lapse  of  time.  Such  accounts  should  of  course  be 
bona  fide  transactions  and  properly  scaled. 

The  following  paragraph  from  a  statement  indicates 
the  scaling  process  as  made  by  an  accounting  firm  of 
high  standing: 

We  made  a  thorough  examination  of  the  accounts  receivable  and 
have  deducted  from  the  aggregate  of  these  accounts  an  amount  of 
$22,000  to  provide  for  the  loss  on  collection  of  accounts  known  to 
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■your  customers  charge  more  than 
we  do  to  discount  their  accounts 


Do  you  realize  that 
if  your  accounts 
average  paid  in 
60  days,  and  we 
give  you  80% 
cash  when  ship- 
ped, balance  as 
you  collect  the 
accounts,  you  can 
do  four  times  as 
much  business 
without  adding  a 
dollar  to  your 
capital? 


If  your  customers  do  not  discount, 
they  probably  more  than  pay  our  charge, 
because  of  the  difference  in  their  cash 
and  time  price.  Let  us  carry  them — 
giving  you  your  capital  tied  up  in  their 
active  accounts  (without  further  profit), 
with  which  to  discount  your  bills  or  buy 
for  cash,  thus  enabling  you  to  increase 
your  volimie  and  make  added  selling 
profits. 

One  of  our  customers  rated  $200,000  to 
$300,000,  first  credit,  writes  us:— 

"I  am  pleased  to  enclose  state- 
ment of  our  Ckjmpany.  Compari- 
son of  this  statement  with  the  one 
furnished  you  last  year  tells  its  own 
story.  We  have  just  passed  one  of 
the  most  successful  years  we  have 
ever  had.  We  added  $34,517.69  to 
our  surplus — $9,995.50  to  our  re- 
serves.   Total  gain,  net  $44,513.19." 

Our  charge  is  only  1%  a  month  figured 
to  the  exact  day,  if  you  sell  us  $100,000 
of  accounts  within  a  year,  otherwise  there 
is  an  added  charge  of  $5  a  $1000 — no 
commission,  no  interest. 

Write  us  for  detail®  and  rate,  or  our 
nearest  representative  would  appreciate 
a  request  to  call — no  obligations. 


ADVERTISEMENT   IN    NEW    YORK    TIMES   OF   A    FIRM    OFFERING   TO    BUY 
ACCOUNTS  receivable] 


COMMERCIAL  PAPER 


81 


increase  your  active 
working  capital 

without  adding  stockholders  or  partners 


From  a  customer 
rated  $100/)00  to 
$150,000. 

"We  find  that  your 
serrice  has  enabled 
us  to  materially  In- 
crease our  volume 
and  net  proflt«,  also 
that  we  have  been 
able  to  offset  your 
charges  by  addi- 
tional discounts  re- 
ceived  on  pur- 
chaaee." 


Here  are  three  of  the  twenty  concise 
answers  which  our  booklet  "Talking  it 
Over"  has  for  the  questions  of  the  Man- 
ufacturer or  Wholesaler  who  wants  to 
increase  his  working  capital: 

Your  Question.— fF^v  should  we  sell 
some  of  our  Accounts  Receivable  to  you? 

Our  Answer. — Because  your  capital  in 
your  accounts  produces  no  further  profit. 
Your  profit  is  in  selling  goods,  and  we 
can  enable  you  to  sell  more  of  them. 
You  can  reduce  your  credit  sales  to 
about  80%  cash,  at  the  expense  of  your 
customers  who  do  not  discount  You 
can  buy  closer,  and  strengthen  your 
credit  with  our  money. 

Q. — Do  our  customers  know  their  ac- 
counts are  sold  to  you? 

A. — No.  You  can  arrange  to  collect 
the  accounts  for  us  so  that  your  cus- 
tomers will  not  be  disturbed. 

Q. — How  does  your  Total  Charge  com- 
pojre  with  the  usual  discount  we  offer  our 
customers? 

A. — If  your  sale  terms  are  2/10,  net 
30  days,  our  Total  Charge  is  about  two- 
thirds  of  what  you  offer  such  customers 
to  discount.  If  you  sell  us  $100,000  of 
accounts  within  a  year,  our  charge  is 
less  than  one-half. 

The  other  17  answers  are  equally  clear 
and  direct.  Let  us  send  you  the  com- 
plete booklet — or  our  nearest  representa- 
tive will  be  glad  to  call. 


[advertisement  of  firm  offering  to  buy  accounts  receivable] 
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be  doubtful  or  bad,  as  aUo  the  possible  loss  on  collection  of  accounts 
meantime  apparently  good  and  collectible.  This  reserve  we  have 
created  on  the  basis  of  past  experience  of  losses  and  is,  in  our 
opinion,  sufficient. — Marwick,  Mitchell,  Peat  &  Co. 

In  late  years  it  has  been  a  growing  custom  for  firms 
to  hypothecate  their  accounts  receivable.  This  should 
be  closely  inquired  into.  Numerous  concerns  now  make 
it  a  business  to  loan  on  these  accounts — in  substance 
buying  the  debt.  For  instance,  a  bill  of  goods  is  sold  by 
a  wholesaler  to  a  retailer  on  sixty  day  credit  with  a  cash 
discount.  The  seller  is  not  in  position  to  wait  until  the 
end  of  the  term  for  his  money;  therefore,  he  offers  the 
book  account  to  his  ''commercial  banker,"  who  if  satis- 
fied that  the  account  is  good,  will  loan  against  it,  or, 
in  other  words,  buy  it.  He  generally  requires  a  margin 
of  safety.  If,  for  example,  the  accoimt  is  considered  a 
high-grade  risk,  the  banker  will  advance  eighty  or  ninety 
per  cent,  of  the  face  of  the  invoice.  If  the  seller  were 
in  urgent  need  of  funds,  he  might  obtain  the  full  amount 
— for  a  price.  This  custom  is  fast  growing.  Thousands 
of  firms  make  it  a  business  to  sell  their  book  accounts 
as  a  steady  method  of  financing.  Banks  are  also  lend- 
ing on  such  security,  but  as  a  rule  with  less  knowledge 
of  the  facts  than  those  who  make  of  it  a  business.  It 
therefore  becomes  necessary  to  ascertain  if  these  ac- 
counts have  been  pledged,  for  if  so,  they  are  no  longer 
an  asset,  and  should  not  be  classed  as  such. 

This  item  also  indicates  the  collection  methods  of  the 
firm.  If,  for  instance,  the  total  net  sales  are  $20,000 
a  year,  and  $5,000  represents  the  accounts  receivable,  it 
would  indicate  that  one-quarter  of  the  year's  sales  are 
on  the  books ;  in  other  words,  that  the  firm  is  selling  on 
three  months'  credit.  On  the  contrary,  it  also  indicates 
the  condition  of  these  accounts,  for  if  the  annual  sales 
are  divided  into  monthly  averages,  the  accounts  receiv- 
able will  show  how  many  months'  sales  are  on  the  books, 
and  reflect  the  collection  methods.  A  firm  selling  on 
thirty  days'  credit  should  not  have  three  months'  sales 
on  its  books;  if  so,  it  indicates  a  slow  collection  system. 
Forty-five  days'  sales  would  be  normal. 


COMMERCIAL  PAPER  33 

It  is  important  that  the  accounts  receivable  are  in 
proper  ratio  to  the  merchandise  on  hand.  If  we  know 
the  annual  sales  and  the  terms  of  the  business,  we  can 
determine  about  how  much  merchandise  they  should 
carry,  in  order  to  meet  the  needs  of  their  business.  For 
instance,  a  firm  selling  $10,000  a  month  on  sixty  days' 
credit  should  have  stock  for  three  or  four  months' 
demands. 

Quick  Liabilities 

Bills  Payable. — The  liabilities  concerning  which  the 
buyer  of  commercial  paper  is  most  concerned  consist  of 
(a)  notes  payable,  and  (b)  accounts  payable.  Bonded 
indebtedness,  mortgages  and  stock  issues  are  outside  the 
realm  of  commercial  financing. 

Notes  payable  include  notes  given  for  merchandise, 
notes  given  to  home  banks,  notes  sold  in  the  open  mar- 
ket (commercial  paper)  and  notes  given  for  money 
borrowed  from  relatives  and  friends.  There  are  also 
the  notes  given  for  fixtures,  payable  in  installments, 
and  secured  by  a  chattel  lien  against  the  goods  them- 
selves. These  are  not  properly  a  liability  unless  the 
articles  which  they  represent  are  listed  as  an  asset.  We 
might  call  them  contingent  assets  and  contingent  liabili- 
ties. For  present  purposes  we  are  concerned  with  two 
classes,  namely,  notes  given  for  merchandise  purchases 
and  single-name  paper. 

As  a  general  proposition  the  firm  should  not  have 
the  two  forms  of  paper  on  the  market  at  the  same  time. 
If  they  settle  by  note,  they  should  not  borrow  on  com- 
mercial paper,  which  assumes  cash  payments;  and  if 
they  issue  paper  to  take  cash  discounts  they  should  not 
settle  by  note.  7/  the  notes  payable  are  in  an  odd 
amount  it  is  sure  to  indicate  that  it  is  not  single-name 
paper  J  but  receivables;  for  single-name  paper  is  always 
issued  in  round  amounts,  and  the  presence  of  odd  cents 
should  be  investigated.  An  examination  of  fifty  credit 
statements  by  the  writer  shows  no  odd  amounts  in  any 
of  the  notes  payable. 

Notes  payable  to  relatives  and  friends  are  indicators 
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of  lack  of  capital  and  exhausted  credit  in  other  fields, 
and  "may  be  secured  by  unrecorded  liens. 

Commercial  paper  should  never  be  issued  for  a  fixed 
purpose.  Machinery  and  other  fixtures  should  repre- 
sent the  contributed  capital,  and  the  receipts  from 
bonded  obligations.  Commercial  paper  should  never  be 
issued  for  real  estate  investment.  A  firm  going 
into  the  manufacturing  line  and  requiring  machinery 
should  raise  the  money  from  a  mortgage  loan  and  capi- 
tal contributions,  never  from  commercial  paper,  the 
functions  of  the  latter  being  to  raise  money  to  purchase 
merchandise,  or  raw  material,  out  of  the  sales  of  which 
the  debt  should  be  met.  In  other  words,  long-time  loans 
for  jioced  purposes  and  short-time  loans  for  liquid  pur- 
poses. 

Accounts  Payable, — Accounts  payable  represent 
purchases  on  open  credit  charged  on  the  books  of  the 
seller  against  the  buyer,  to  be  settled  on  stated  terms, 
the  time  depending  upon  the  customs  of  the  business.  In 
all  well-managed  concerns  such  accounts  are  settled 
promptly  in  order  to  obtain  the  cash  concessions  hereto- 
fore mentioned. 

Open  book  credit  has  supplanted  the  promissory  note 
as  representative  of  debt  to  such  an  extent  that  it  is  now 
the  leading  factor  in  all  mercantile  credit  transactions. 
If  these  accounts  are  overdue  it  is  a  sign  of  weakness, 
for  the  merchant  cannot  afford  not  to  take  his  cash  dis- 
counts, and  the  fact  that  he  allows  his  accounts  to  run 
over  their  time  indicates  slow  collections,  poor  credit 
or  slack  management,  and  is  a  danger  signal. 

A  firm  should  not  pay  its  obligations  by  note  and  at 
the  same  time  have  accounts  payable  much  in  evidence. 
It  should  adhere  to  one  of  the  two  methods,  and  if  it 
borrows  on  single-name  paper  it  should  not  issue  prom- 
issory notes.  In  some  statements  the  accounts  payable 
represent  merely  accounts  in  process  of  audit,  sometimes 
barely  a  day's  purchases,  which  is  a  sure  sign  of  good 
management. 

In  a  department  store  statement  we  would  expect 
to  find  bills  payable,   and   accounts   payable   in   pro- 
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portion  to  the  business  done.  Assuming  the  terms  to 
be  2  per  cent.,  ten  days,  if  the  unpaid  bills  represent 
ten  days'  purchases  it  would  not  be  out  of  proportion. 

Having  the  amount  of  bills  payable,  and  accounts 
payable,  we  have  all  the  quick  liabilities,  for  any  other 
obligation  is  of  a  different  nature.  The  liability  rep- 
resented by  capital  stock  need  not  be  unduly  considered, 
for  it  is  the  last  liability  of  the  firm  to  be  enforced.* 
The  bonded  debt  is  spread  over  a  definite  time,  and  the 
other  obligations  are  incidental  to  those  represented  by 
the  quick  liabilities,  with  which  commercial  paper  has 
most  to  do. 

Real  Estate 

Real  estate  in  any  statement  can  only  be  considered 
as  backbone,  for  it  has  a  slow  market  and  is  subject  to 
various  opinions  as  to  its  value.  A  loft  building  in  a 
congested  district  will  have  a  value  all  its  own,  and 
easily  determined  by  the  rental  received,  but  a  special- 
ized factor}"  on  the  outskirts  of  the  city  will  have  a  lim- 
ited  utility  and  uncertain  worth.  In  the  buying  of  com- 
mercial paper,  and  the  analyzing  of  a  credit  statement 
it  is  best  to  eliminate  the  real  estate  altogether,  for  if 
the  quick  assets  are  not  two  to  one,  as  a  general  rule  the 
risk  is  unwarranted.  Where  real  estate  does  form  a 
prominent  part  of  the  statement  the  appraisal  should  be 
by  a  recognized  authority  and  so  stated  in  the  statement. 
The  mortgages  may  be  Hsted  as  liabilities,  or  deducted 
from  the  appraised  value  of  the  real  estate  and  only  the 
equity  listed. 

Good  Will,  Patents,  Trade  Marks,  Etc. 

Good  will  has  aptly  been  defined  as  "the  tendency  of 
trade  to  follow  an  established  course."  It  is  a  plant  of 
slow  growth.     It  is  the  result  of  years  of  activity  and 

*The  element  of  stock  is  important,  however,  by  reason  of  the  fact  that 
unless  the  proprietors  (stockliolders)  have  risked  something,  they  cannot 
expect  the  lending  public  to  risk  anything.  Therefore,  if  the  stockholders 
have  not  invested  two  dollars  J:o  every  one  of  borrowed  money,  it  is  evidence 
that  they  have  little  confidence  in  the  concern,  and  it  is  a  good  name  to  leave 
alone. 
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fair  dealing,  supplemented  by  quality.  So  long  as  the 
quality  is  manifest  and  service  efficient,  such  an  article 
as  Uneeda  Biscuit  can  be  depended  upon  to  sell.  A 
household  name  has  a  commercial  value.  The  patronage 
of  a  store  or  restaurant  is  a  valuable  asset. 

This  tendency  of  trade  to  come  back,  can  be  capital- 
ized, bought  and  sold  as  merchandise,  and  often  figures 
prominently  in  a  credit  statement.  Patents  which  con- 
trol certain  articles  and  trade  marks  which  are  well 
known  are  also  valuable.  The  label  on  a  garment  or  in 
a  hat  has  a  certain  worth  which  is  recognized  in  all  busi- 
ness circles.  The  latter  items  are  often  prominent  in 
certain  statements,  but  the  value  of  either  good  will,  a 
patent,  or  a  trade  mark  is  so  uncertain  that  we  can  best 
eliminate  them  all  from  any  consideration.  Some  con- 
cerns put  a  high,  and  some  a  low  value  on  these  elements. 
Take  for  instance  the  Goodyear  Tire  and  Rubber  Co. 
The  name  and  the  brand  is  so  well  known  that  it  has  a 
steady  trade,  but  the  company  holds  its  patents  and 
trade  marks,  at  the  nominal  value  of  one  dollar,  which 
is  obviously  far  beneath  the  true  value;  while  on  the 
contrary,  a  certain  piano  company  with  assets  of  nine 
millions  puts  in  the  good  will,  patents  and  trade  marks 
at  three  millions,  or  one-third  their  total  worth,  while  a 
stove  company  values  its  good  will  at  $1,888,900  out  of 
total  assets  of  $4,366,700.  A  shoe  company  in  Missouri 
holds  its  good  will,  trade  marks  and  patents  at  $12,- 
750,000  out  of  total  assets  of  $27,750,000.  Patents  are 
sometimes  listed  at  cost,  and  trade  marks  and  good 
will  at  an  amount  which  the  concern  figures  it  can  safely 
pay  dividends  upon,  and  they  constitute  the  "water"  in 
the  company  in  many  instances. 

Machinery,  Furniture  and  Fixtures 

Machinery,  furniture  and  fixtures  have  such  limited 
utility  that  they  add  no  material  weight  to  a  statement. 
Machinery  is  Especially  depreciable  and  often  has  to  be 
scrapped  by  virtue  of  becoming  obsolete,  and  can  be 
safely  considered  only  as  junk.     Fixtures  of  all  kinds 
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will  shrink  heavily  in  any  liquidating  process,  and  there- 
fore these  items  are  not  to  be  regarded  as  a  marketable 
factor,  but  are  allowable  if  proper  depreciation  is  pro- 
vided for. 

Other  Investments 

Other  investments  will  include  bonds  and  stocks  of 
various  kinds,  listed  and  unlisted,  and  others  of  allied 
corporations  controlled  by  the  borrowing  concern.  It 
is  not  the  general  rule  for  corporations  issuing  com- 
mercial paper  to  hold  a  large  amount  of  marketable 
securities;  but  in  the  ramifications  of  business,  large 
quantities  of  industrial  stocks  and  bonds  are  so  held 
whose  value  is  problematical,  and  can  be  ascertained 
only  from  an  intimate  knowledge  of  the  inside  facts. 

Profit  and  Loss 

Profit  and  loss  account  is  merely  an  accounting  term 
to  denote  the  difference  between  assets  and  liabilities. 
It  may  or  may  not  be  an  overplus  at  all,  but  a  padding. 
If,  for  instance,  the  merchandise  is  inflated,  the  surplus 
will  be  correspondingly  inflated.  If  values  are  honestly 
stated,  profit  and  loss  or  surplus,  as  it  is  sometimes 
called,  is  the  amount  that  would  be  left  over  if  the  busi- 
ness were  liquidated,  and  the  assets  reahzed  the  sched- 
uled values.  If  the  audit  is  conservative,  depreciation 
allowed  for,  the  inventory  safe,  repairs  and  maintenance 
charged  to  operation  and  not  to  capital,  we  may  con- 
clude that  profit  and  loss  represents  accrued  earnings, 
undistributed,  and  reflect  credit  upon  the  management. 

Capital 

The  capital  of  a  concern  is  the  amount  of  contribu- 
tions from  the  proprietors.  It  may  be  represented  by 
the  cash  contributions  of  those  who  constitute  the  con- 
cern, whether  partners  or  stockholders,  or  it  may  consist 
of  contributions  in  the  form  of  real  estate,  patents,  good 
will,  merchandise,  etc.,  for  which  payment  has  been 
made  by  crediting  the  donor  with  the  amount  as  his 
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contribution  to  the  capital  fund,  for  which  stock  is 
issued. 

In  corporations  the  "capital  stock  fund"  is  a  stated 
amount  which  the  law  requires  as  a  basis  of  operation, 
and  the  minimum  amount  is  named  in  the  law.  But  in 
firms  and  sole  proprietorships  it  is  the  excess  of  the 
assets  over  the  liabilities.  For  credit  purposes,  however, 
it  is  customary  to  consider  only  the  working  capital, 
which  is  the  excess  of  quick  assets  over  quick  liabilities. 

It  is  readily  to  be  seen  that  if  the  original  fund  is 
used  for  the  purchase  of  land,  buildings  and  machinery, 
it  is  dead  and  of  no  particular  use  for  current  purposes ; 
but  capital  invested  in  book  accounts,  bills  receivable, 
etc.,  is  turning  into  cash  all  the  time  and  is  properly 
considered  the  working  capital  of  the  business. 

We  can  appreciate  the  force  of  the  foregoing  by  a 
simple  illustration.  Let  us  suppose  that  a  merchant 
has  had  one  of  his  receivables  paid.  He  has  a  cash  fund 
with  which  to  reduce  his  outstanding  bills  payable,  set- 
tle an  account  payable,  or  buy  more  goods.  If  he  has 
an  account  receivable  paid,  he  has  funds  for  like  pur- 
poses. And  inasmuch  as  in  most  cases  he  has  two  dol- 
lars due  to  him  against  every  dollar  due  from  him,  he 
has  a  stream  of  two  coming  in  and  only  one  going  out. 
This  is  the  "liquid  capital"  that  is  running  in  and  out 
all  the  time,  and  this  is  what  turns  the  wheels  of  busi- 
ness. 

Contingent  Liability 

Owing  to  the  fact  that  old  and  large  firms  whose 
credit  standing  has  been  of  the  highest  in  both  banking 
and  mercantile  circles  have  been  wrecked  through  con- 
tingent obligations,  the  element  of  contingent  liability 
is  being  given  more  careful  attention  in  banking  circles. 
By  the  same  process  that  an  individual  may  lose  his 
entire  property  through  indorsements  for  others,  with 
or  without  profit  to  himself,  trading  concerns  may  be 
seriously  embarrassed  through  indirect  obligations  as- 
sumed in  the  course  of  their  business  dealings.  A  com- 
mon illustration  of  this  is  found  in  railroad  circles. 


COMMERCIAL  PAPER  39 

where  one  company  assumes  and  guarantees  to  pay  the 
interest  on  the  bonds,  or  dividends  on  the  stock,  of  the 
road  tributar\^  to  it,  and  by  virtue  of  the  burden  thus  as- 
sumed, becomes  embarrassed  thereby.  The  best  paper 
houses  are  now  inquiring  carefully  into  these  indirect, 
yet  dangerous,  obligations,  and  are  undertaking  to 
ehminate  the  same  from  the  statement  as  fast  as  possible. 
Where  this  liability  exists  the  item  should  be  considered 
as  a  weakness  in  making  the  analysis. 

Depreciation 

Inasmuch  as  machinery  is  constantly  wearing  out  and 
the  plant  suffers  the  ravages  of  time,  it  is  essential  that 
such  losses  be  provided  against  by  a  scaling  down  of  the 
plant  and  machinery  to  the  extent  that  the  cost  will  be 
entirely  replaced  from  earnings  within  the  expected 
life  of  the  property.  Thus,  a  machine  which  will  in  aU 
probability  wear  out  in  the  course  of  five  years,  should 
be  charged  off  at  least  one-fifth  each  year.  All  well- 
managed  concerns  provide  for  such  depreciation. 

The  better  way  is  to  carry  the  plant  and  machinery  at 
cost,  less  depreciation,  which  shows  on  its  face  that  it 
has  been  subjected  to  the  scaling  process,  and  does  not 
need  the  auditor's  certificate  to  this  effect. 


THE  PURCHASE  OF  COMMERCIAL 
PAPER 

In  selecting  commercial  paper  certain  simple  and 
fundamental  rules  will  be  found  helpful : 

(1)  Scatter  the  risks.  The  old  adage,  "Do  not  put  all 
your  eggs  in  the  same  basket,"  is  trite  but  true,  not  only 
as  to  the  character  of  the  business,  but  also  as  to  the 
location.  For  instance,  no  bank  should  confine  itself  to 
millinery  paper,  or  drug  paper,  or  grocery  paper,  or 
hardware  paper,  however  good  each  class  might  be ;  for 
any  happening  that  would  be  costly  to  the  trade  itself, 
would  affect  the  paper.  If  a  bank  were  to  loan  largely 
on  millinery  paper,  a  backward  season  or  a  sudden 
change  of  styles  might  work  havoc  with  the  trade  and 
affect  the  prompt  payment  of  the  loans. 

The  risks  should  also  be  scattered  territorially.  While 
a  farming  section  might  be  prosperous,  a  manufactur- 
ing section  might  be  experiencing  slack  times.  New 
England  might  be  highly  prosperous,  while  the  South 
might  be  in  the  throes  of  a  cotton  crop  failure;  there- 
fore, it  is  wise  to  buy  limited  amounts  in  various  parts  of 
the  country,  in  various  lines,  for  reasons  that  need  not 
be  extensively  explained  to  be  apparent. 

(2)  Buy  the  paper  of  large  concerns — those  having 
total  assests  of  not  less  than  a  quarter  million;  because 
in  large  concerns  the  management  is  apt  to  be  better  and 
the  methods  more  aggressive. 

(3)  Buy  paper  only  of  concerns  whose  quick  assets 
are  at  least  two  to  one.  The  standard  statement  makes 
provision  for  segregating  the  quick  from  the  slow  assets 
for  the  purpose  of  quickly  determining  the  ratio.  The 
quick  assets  consist  of : 

Cash  on  hand  and  in  banks. 
Bills  Receivable. 
Accounts  Receivable. 
Merchandise. 
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The  quick  liabilities  consist  of: 

Accounts  Payable 
Bills  Payable — 

(a)   To  trade  creditors, 
(b^   To  banks. 
(c)   To  others. 

It  is  readily  to  be  seen  that  a  firm  must  meet  its  cur- 
rent obligations  from  its  current  receipts,  and  a  going 
business  is  the  best  security;  but  inasmuch  as  every  loan 
whether  a  mortgage  loan,  or  a  loan  upon  open  credit, 
should  be  based  on  the  assumption  that  it  might  go 
wrong,  there  must  be  a  margin  of  safety.  Therefore,  if 
a  firm  has  two  dollars  in  sight  for  every  dollar  it  owes, 
if  it  reahzes  but  fifty  cents  on  the  dollar  it  will  still  be 
able  to  make  good  its  obligations.  There  are  lines  where 
the  ratio  should  be  larger  and  where  it  may  be  smaller. 
For  instance,  a  stock  of  meats  and  groceries  may  be 
turned  into  money  with  very  little  shrinkage,  and  on 
short  notice,  and  a  ratio  of  one  and  one-half  to  one 
might  be  sufficient;  while  a  stock  of  dry  goods,  some  un- 
seasonable, would  shrink  considerably  more  if  sold  under 
the  hammer,  and  from  two  to  two  and  a  half  to  one 
would  be  safer. 

It  is  a  good  rule  also  to  buy  paper  based  on  necessities, 
rather  than  on  luxuries,  for  the  simple  reason  that 
people  must  continue  to  consume  the  necessities  of  life 
even  though  luxuries  are  foregone.  Even  a  great  war 
will  not  prevent  the  consumption  of  necessities,  while 
it  will  seriously  curtail  the  sale  of  luxuries.  This  has 
been  learned  from  experience  and  reason  confirms  the 
conclusion. 

Checking  Commeecial  Paper 

Before  deciding  upon  a  purchase  of  paper  it  is  es- 
sential that  the  risk  be  determined  from  other  sources 
than  the  credit  statement.  However  good  a  proposition 
may  be,  as  determined  by  an  analysis  of  statement,  it 
is  necessarj^  to  know  that  back  of  it  is  the  indispensable 
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quality  of  moral  worth,  good  standing  in  the  trade  and 
an  honorable  record. 

This  can  only  be  done  by  a  process  of  "checking," 
which  merely  means  ascertaining  from  various  sources 
the  prevailing  opinion  of  the  borrower.  Therefore, 
banks  the  country  over  are  exchanging  credit  informa- 
tion, this  information  including  their  experience  with 
the  paper,  if  an  outside  bank,  and  with  the  borrower  as 
a  depositor  and  local  borrower,  if  a  home  bank.  No  one 
is  so  well  qualified  to  judge  the  standing  of  a  concern, 
as  the  borrower's  banker.  Having  dealt  with  the  concern 
intimately,  and  having  knowledge  of  its  local  affairs, 
the  habits  of  the  members,  their  average  balances,  and 
their  business  methods,  the  banker  can  speak  with 
authority  as  to  the  moral  aspect,  and  banks  are  freely 
extending  this  information  for  the  common  good. 

It  becomes  needful  also  to  know  the  opinion  of  the 
firms  dealing  with  the  borrower, — ^how  the  firm  pays  its 
bills,  and  its  record  as  dealing  man  to  man.  If  a  con- 
cern has  dealt  with  a  borrower  for  a  number  of  years, 
receiving  payments  as  agreed,  the  firm  taking  advan- 
tage of  the  cash  discounts,  special  sales  and  other  con- 
cessions which  can  be  obtained  in  all  well-nlanaged 
business,  it  is  a  certain  indication  of  strength ;  but  if  the 
firm  is  slow  in  payment,  tricky  in  its  methods,  and  un- 
reliable in  its  dealings,  it  is  sui^  to  be  a  doubtful  risk 
from  the  banker's  view  point. 

Let  us  assume  that  we  have  funds  to  invest  and  decide 
upon  commercial  paper  at  a  satisfactory  rate  and  a  cer- 
tain maturity;  say  4  per  cent,  paper*  maturing  in 
December.  Our  first  step  will  be  to  communicate  with 
a  broker  who  will  submit  various  statements  such  as 
appear  on  the  following  pages.  We  decide  upon  certain 
lines  such  as  dry  goods,  groceries,  meats  and  hardware. 

Our  next  step  will  be  to  analyze  the  statements  and 
if  they  meet  with  our  ideas  of  what  sound  conmiercial 
paper  should  be,  we  proceed  to  "check  the  paper." 

*  During  1919  and  1920  commercial  paper  of  the  highest  grade  sold  at 
from  514  to  7  per  cent,  income. 
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Before  we  would  feel  justified  in  purchasing  the 
paper  of  a  concern,  we  would  want: 

(a)  An  audited  statement  that  analyzes  well,  which 
must  also  be  of  recent  date. 

(b)  Favorable  bank  reports  from  at  least  two  banks. 

(c)  Favorable  trade  reports. 

(d)  Dun's  or  Bradstreet's  report. 

We  decide  upon  $10,000  of  the  paper  of  Doe  &  Doe, 
wholesale  millinery,  and  take  it  on  a  "ten-day  option" — 
that  is,  with  the  privilege  of  returning  it  if  it  does  not 
check  to  our  satisfaction.  We  ask  Bradstreet's  for  a 
report,  write  two  banks  given  as  references  and  two 
concerns  in  the  trade.  We  receive  the  following  infor- 
mation : 

[It  is  often  the  custom  to  accept  the  paper,  temporarily, 
on  the  broker's  recommendation,  or  an  inspection  of  the 
statement,  the  checking  to  be  done  within  the  ten-day 
option  period.  Having  checked  the  paper  once,  it  be- 
comes necessary  to  simply  revise  the  files  and  bring  the 
checking  down  to  date,  in  subsequent  purchases.  Brok- 
ers often  sell  paper  "subject  to  new  statement,"  when 
the  statement  is  old,  thus  extending  the  option  period 
to  the  time  of  receipt  of  new  statement.] 
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BROKER'S  STATEMENT 

DOE  &  DOE,  INC.,  CHICAGO 
Wholesale  Millinery 

December  81,  1916 

Rescubcxb 

Cash  on  hand  and  in  Banks $98,009.88 

Notes  Receivable    1,798.03 

Accounts  Receivable   $354,304f.69 

Less  Disc.  Res $15,943.72 

Less  Bad  Debt  Res. 10,000.00 

25,943.72 

$328,360.97 
Suspense   Accts.  estimated 9,389.69 

337,750.66 

Inventory    of    Merchandise $192,740.56 

Inventory  of  Supplies 1,753.75 

194,494.31 

$632,052.88 

Furniture  and  Fixtures $57,639.27 

Less    Depr.    Reserve 14,794.00 

$42,845.27 

Advances  on  acct.  Spring,  1917: 

Duties    and    Charges $17,001.11 

Traveling  Expense   4,130.03 

Salaries    945.52 

Insurance    1,752.13 

Rent  Account    8,666.72 

Commissions   663.42 

28,158.93 

Good  WiU    50,000.00 

121,004.20 

$753,057.08 

LlABILinXS 

Notes  Payable $100,000.00 

Merchandise  Accts.  Payable $69,941.39 

Less  anticipated  Disc 965.73 

68,975.66 

Commissions     14,501.95 

Taxes    951.66 

$184,429.27 

Capital  and  Surplus  Profits 568,627.81 

$753,057.08 
(Signed)  DOE  &  DOE,  INC., 

By  John  Doe,  President. 

Bank  Accounts:  Old  National  Bank,  Chicago;  First  Trust  Company, 
New  York. 

Trade  references:  Blank  Hat  Co.,  New  York;  London  Feather  Co., 
Chicago. 

We  have  audited  the  books  of  Doe  &  Doe,  Inc.,  Chicago,  and  we 
certify  that  the  above  statement,  in  our  opinion,  correctly  sets  forth  the 
financial  position  of  the  company  at  December  30,  1916. 

(Signed)  PRICE,  WATERHOUSE  &  CO. 
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BRADSTREET'S  REPORT  ON  DOE  &  DOE,  INC. 

403-1-23-17 

DOE  &  DOE,  INC.,  Wholesale  Millinery,  12  So.  State  St,  Chicago 

JOHN  DOE,  President 

HENRY  DOE,  Vice-President 

WILLIAM  DOE,  Secretary  and  Treasurer 

DIRECTORS,  above,  with  A.  B.  C.  and  D.  E.  F. 

The  following  statement  was  received  by  mail  on  Novonber  22,  1917: 

FINANCIAL  CONDITION  JUNE  30,  1917 

Assets 

Cash  on  hand  and  in  banks $60,306.36 

Notes  receivable   1,149.85 

$61,456.21 

Accoimts    receivable    $380,345.94 

Less  discount  reserve $17,115.57 

Less  bad  debt  reserve 10,000.00 

27,115.57 

$353,230.37 
Suspense  account  estimated    4,738.02 

357,968.39 

$419,424.60 

Inventory  of  merchandise $311,510.36 

Inventory  of  supplies 2,714.99 

314,225.36' 

Furniture  and  fixtures   $58,571.34 

Less   depreciation   reserve 17,722.57 

40,848.77 

Advances  on  account.  Fall  season: 

Duties    and    charges $25,855.25 

Traveling   expenses    5,210.80 

Salaries   and   conunission 4,263.82 

Insurance    1,143.85 

36,473.7» 

Good    will    50,000.00 

$860,972.44. 
Liabilities 

Notes  payable  $100,000.00 

Loan  account  and  interest 30,322.50 

Merchandise    $83,453.71 

Less    discounts    2,593.32 

80,860.39 

Commissions  7,189.44 

$218,372.33 

Reserve  for  commissions   $15,417.65 

Reserve  for  taxes  1,204.55 

16,622.20 

$234,994.53 

Capital  and   surplus  profits 625,977.91 

$860,972.44 
Sales  for  the  season,  $1,499,034.89. 

(Signed)    JOHN  DOB,  President 
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Here  we  have  comparative  statements  six  months 
apart.  We  find  that  the  ratio  of  quick  assets  to  quick 
liabilities  in  the  Dec.  31  statement  to  be  about  three  and 
one-half  to  one,  and  without  here  going  extensively 
into  the  details  of  the  analysis,  make  the  following  com- 
parative comment :  Cash  has  decreased.  ( In  December 
millinery  bills  should  be  well  liquidated. )  Notes  receiv- 
able have  decreased — a  good  sign.  Accounts  receivable 
have  increased  $26,000.  Inventory  in  December,  $194,- 
494;  in  June,  $314,225.  Furniture  and  fixture  account 
has  been  scaled  $2,000 — another  good  omen. 

Notes  payable  are  in  the  same  amount.  The  firm  has 
evidently  borrowed  $30,322  for  current  needs.  It  has 
$12,000  more  accounts  payable  on  its  ledgers.  Reserves 
about  the  same.  It  has  increased  its  stock  by  $120,000, 
through  borrowed  money  and  book  accounts  payable  of 
$12,000,  and  added  $57,000  to  its  surplus  and  undivided 
profits.  It  thus  far  checks  up  well.  Let  us  see  what 
Bradstreet's  and  the  other  references  say  about  the  firm, 
to  confirm  our  conclusion  that  it  is  well  managed  and 
prosperous. 

Bradstreet  comments  as  follows: 

The  company  is  believed  doing  a  successful  business  and  making 
progress  and  allowing  for  depreciations  are  estimated  at  about 
$500,000. 

TRADE  OPINIONS:  Eight  firms  consulted,  credit  various 
amounts  from  $2,000  to  $25,000  on  sixty  days,  and  payments  are 
prompt  and  anticipated. 

ANTECEDENTS:  According  to  certificate  filed  February  11, 
1909,  this  company  was  incorporated  under  Illinois  State  laws  and 
succeeded  firm  of  same  name.  The  president  has  been  identified 
with  this  line  since  1858.  Was  senior  partner  of  Doe  &  Doe;  that 
firm  was  succeeded  May  24,  1907,  by  the  Doe  Trading  Co.,  which 
name  was  again  changed  to  Doe  &  Doe,  January  25,  1908.  Henry 
and  William  Doe  are  sons  of  the  president  and  the  others  are  former 
employees  for  many  years.    All  take  an  active  part  in  the  business. 

FIRE  RECORD:  The  company  does  not  appear  to  have  ever 
suffered  loss  by  fire. 

GENERAL  REMARKS:  The  company  is  understood  to  be 
doing  a  large  and  successful  business.  The  officers  are  highly  re- 
garded personally. 
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The  banks  write  as  follows : 

FIRST  TRUST  COMPANY 

New  York,  June  27,  1917. 
First  National  Bank^ 
New  York  City. 
Gentlemen : 

Doe  &  Doe,  referred  to  in  your  letter  of  June  25,  have  been 
esteemed  clients  of  ours  for  some  time  and  have  always  maintained 
an  entirely  satisfactory  account. 

We  have  a  high  regard  for  the  personnel  of  the  company  and 
consider  the  moral  hazard,  in  this  case,  to  be  very  good.  They  have 
always  maintained  substantial  balances  with  us  and  have  never 
approached  us  for  any  business  favors;  however,  we  feel  disposed 
to  grant  them  a  liberal  line  of  accommodation,  and  we  would  not 
hesitate  to  purchase  their  note  in  a  substantial  amount  at  the  present 
time. 

All  the  information  we  have  received  from  time  to  time  regarding 
the  company  has  been  in  their  favor  and  we  would  regard  the  pur- 
chase of  their  obligations  as  being  a  desirable  banking  investment 
at  this  time.  Yours  very  truly, 

A.  C.  B., 
Manager  Credit  Department. 

THE  OLD  NATIONAL  BANK 

Chicago,  June  27,  1917. 
First  National  Bank, 
New  York  City. 
Gentlemen : 

Your  letter  of  the  26th  is  received. 

Doe  &  Doe,  of  this  city,  have  been  customers  of  this  bank  for 
many  years.  This  is  an  old  reliable  millinery  firm,  with  a  good 
record.  The  company  makes  a  good  statement.  They  keep  very 
good  balances  with  us  and  have  not  borrowed  here  in  two  years. 
We  should,  however,  be  glad  to  loan  the  company  a  round  amount, 
and  believe  their  paper  offers  a  good  opportunity  for  investment. 
Assuring  you  that  it  is  a  pleasure  to  serve. 

Yours  very  truly, 

V.  B.  J., 
Assistant  Cashier. 

Note. — In  answering  credit  inquiries  banks  as  a  general  rule  have 
printed  on  the  letter-head  a  statement  to  the  effect  that  the  informa- 
tion is  given  as  a  courtesy,  and  neither  the  bank  nor  the  writer 
assumes  any  obligation  by  way  of  warranty  as  to  the  statements 
contained  therein,  under  the  doctrine  of  caveat  emptor, — let  the 
buyer  beware.     It  is  merely  the  expression  of  an  opinion. 
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We  receive  the  following  letters  from  the  trade: 

First  National  Bank, 
New  York  City. 

Gentlemen : 

In  reply  to  your  inquiry  enclosed,  will  say  we  have  sold  this 
account  during  the  past  two  years  with  a  very  large  amount  of 
credit,  running  as  high  as  $43,000.  They  have  promptly  discounted 
all  bills  under  our  terms  and  are  satisfactory  in  every  respect.  As 
a  matter  of  fact,  we  have  an  order  even  larger  than  this  for  fall 
delivery  and  will  be  very  glad  to  make  the  shipment,  for  we  believe 
they  will  promptly  cover  all  purchases  under  our  terms. 

Yours  very  trulv, 

BLANK  HAT  CO. 

First  National  Bank, 
New  York  City. 

Gentlemen : 

Replying  to  your  inquiry  of  the  26th  ult.,  regarding  Doe  &  Doe, 
we  beg  to  say  that  we  have  done  business  with  this  firm  for  a  num- 
ber of  years.  Their  purchases  run  from  two  to  three  thousand 
dollars  a  month  during  the  season,  and  are  paid  within  the  discount 
period.    All  our  relations  have  been  most  satisfactory. 

Yours  truly, 

LONDON  FEATHER  CO. 

Being  well  satisfied  on  all  points,  we  conclude  to 
retain  the  paper  as  a  semi-liquid  asset,  until  maturity. 


BANK  AND  TRADE  ACCEPTANCES 

The  fundamental  distinction  between  European  and 
American  banking  lies  in  the  difference  between  the  evi- 
dences of  indebtedness  which  constitute  the  item  of 
"loans  and  discounts"  in  the  bank  statements.  In  Euro- 
pean countries  time  bills  of  exchange  form  a  large  part 
of  the  resources  of  the  great  banks,  while  in  the  great 
American  banks,  call  loans  based  on  stock  exchange 
securities  constitute  the  major  part  of  the  assets. 

The  European  banks  employ  their  funds  largely  in 
what  is  known  as  bankers'  bills, — that  is,  bills  drawn  on 
bankers  and  accepted  by  them  on  behalf  of  their  cus- 
tomers in  accordance  with  credit  arrangements  prev- 
iously made.* 

The  obligation  which  the  banker  assumes  in  acceptance 
credit  is  that  he  will  accept  bills  drawn  on  him  for  the 
customer's  account  up  to  a  stipulated  amount,  if  they 
comply  with  certain  requirements.  The  writing  of  the 
word  "accepted",  with  the  banker's  signature  and  date, 
is,  in  substance,  a  certification  that  the  bill  will  be  paid  at 
maturity.    It  turns  an  order  into  a  promise. 

Acceptances  Defined 

A  bank  acceptance  may  be  defined  as  "a  bill  of  ex- 
change, the  acceptor  of  which  is  a  bank  or  trust  com- 
pany or  firm,  person  or  corporation  or  company  en- 
gaged in  the  business  of  granting  bankers'  acceptance 
credit." 

A  trade  acceptance  is  a  bill  drawn  by  one  merchant 
on  another,  and  accepted  by  the  drawee. 

The  bank  acceptance  is  a  loan  of  credit  and  does  not 
involve  money  except  in  its  final  payment,  at  which  time 
the  party  for  whom  the  acceptance  is  made  is  under 
obligation  to  have  on  deposit  with  the  bank  funds  suf- 
ficient to  meet  it. 

*The  acceptances  of  the  London  banks  amount  to  about  $100,000,000  in 
normal  times.  This  means  they  lend  credit  to  that  extent  without  depleting 
reserves,  and  can  still  loan  cash. 
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The  trade  acceptance  has  on  its  face  evidence  that  it 
arises  out  of  a  bona  fide  transaction.  It  covers  the 
specific  value  of  the  merchandise,  payment  for  which  is 
not  yet  due,  but  for  which  the  buyer  agrees  to  pay  at 
a  stated  date.     It  either  directly  refers  to  an  invoice, 
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or  otherwise  bears  prima  facie  evidence  that  the  obliga- 
tion is  made  for  a  purchase  and  does  not  cover  a  loan  or 
a  past  due  account. 

The  trade  acceptance  has  been  known  in  England 
since  the  reign  of  James  the  First,  and  in  France  since 
1462,  where  they  were  used  at  the  Great  Fair  at  Lyons. 
Some  historians  attribute  their  origin  to  the  Florentine 
merchants  who  were  expelled  from  Italy  to  Amsterdam, 
whence  they  drew  bills  on  Florence  for  the  value  of  the 
estates  left  behind  them. 

The  banker  who  thus  accepts  for  his  customer  secures 
himself  in  various  ways.  It  may  be  the  general  credit 
worth  of  the  customer,  the  same  as  if  he  were  to  discount 
the  customer's  promissory  note.  If  the  credit  risk  is  an 
importation  of  goods,  the  banker  secures  himself  for  his 
acceptance  by  the  lodgment  with  him  of  certain  docu- 
ments covering  the  shipment,  which  he  turns  over  to 
the  customer  upon  trust  receipt,  and  which  are  essential 
to  the  possession  of  the  goods.  The  trust  receipt  vests 
title  to  the  goods  in  the  banker,  but  gives  the  customer 
the  right  to  turn  into  manufactured  articles  or  to  resell, 
from  the  proceeds  of  which  the  acceptance  is  met  at 
maturity.  If  the  acceptance  arises  out  of  a  domestic 
shipment,  the  security  would  lie  in  the  bill  of  lading,  and 
if  it  represents  goods  in  storage,  the  warehouse  receipt. 

The  fundamental  principles  under  which  the  accept- 
ance operates  are:  (1)  That  the  seller  shall  have  abso- 
lute assurance  that  the  goods  will  be  paid  for  on  pres- 
entation of  the  documents  representing  the  shipment, 
which  is  covered  by  the  letter  of  credit,  which  ffuarantees 
to  the  seller  that  the  goods  will  be  paid  for  as  agreed; 
( 2 )  that  the  bank  issuing  the  letter  of  credit  and  making 
the  acceptance  in  accordance  with  its  terms  shall  be  pro- 
tected. This  is  provided  for  in  the  hill  of  lading,  ware- 
house or  trust  receipt,  which  places  the  legal  title  to  the 
goods  under  the  control  of  the  bank,  the  physical  pos- 
session of  which  may  be  in  the  buyer;  (3)  that  the  buyer 
shall  have  opportunity  to  sell  the  goods  or  turn  raw 
material  into  finished  products  to  provide  funds  to  meet 
the  obligation  of  the  bank  when  it  is  due.    This  is  pro- 
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vided  for  under  the  terms  of  the  trust  receipt,  which 
allows  the  buyer  possession  of  the  goods,  although  he 
has  no  title  and  cannot  make  good  delivery  without  the 
release  of  the  bank.  In  other  words,  the  buyer  is  merely 
the  trustee  of  the  bank  in  making  sales  for  its  account. 
All  parties  are  thereby  benefited.  The  seller  has  cash 
payment,  the  buyer  the  possession  of  the  goods,  the  bank 
is  fully  protected,  and  wherever  the  cost  of  money  enters 
into  business  transactions,  the  benefits  accrue  by  reason 
of  the  low  rate  of  interest  these  acceptances  will  com- 
mand. 

The  agreement  which  the  customer  makes  with  the 
banker  is,  that  he  will  be  held  harmless  for  his  acceptance 
in  so  far  as  the  customer  is  concerned;  to  place  the 
banker  in  funds  at  least  three  days  prior  to  the  maturity 
of  the  acceptance,  to  meet  the  same,  and  to  pay  him  a 
commission  for  his  services  and  loan  of  his  credit.  The 
cost  to  the  customer  is  the  prevailing  rate  of  interest  on 
paper  of  like  nature,  plus  the  commission  for  the  ac- 
ceptance. 

While  the  National  Bank  Act  does  not  specifically 
prohibit  national  banks  from  making  acceptances,  the 
courts  have  decided  that  a  national  bank  has  no  power 
to  make  them.  With  this  avenue  of  borrowing  closed  to 
them,  the  business  houses  of  this  country  could  only  bor- 
row of  their  local  banks  either  on  their  own  promissory 
notes  or  those  of  their  customers  discounted  at  the  bank. 
Finding  this  field  too  narrow,  and  the  rates  of  interest 
often  higher  than  obtained  in  money  centers,  merchants 
and  manufacturers  placed  their  notes  through  note 
brokers  who  were  in  touch  with  banks  and  bankers  hav- 
ing funds  to  invest  for  short-time  periods.  This  process 
has  developed  what  is  now  known  as  single-name  paper 
and  receivables,  in  contrast  to  the  European  hill  of  ex- 
change,* 

The  Money  Market 

The  time  bill  of  exchange,  accepted  by  a  bank  of  high 
standing  is  a  security  of  well  known  quality,  while  the 

*  National  banks  and  state  banks  in  many  jurisdictions  are  now 
authorized  to  make  acceptances  and  are  doing  so  in  large  volume.  (Note 
to  second  edition.) 
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single-name  paper  is  only  as  good  as  the  issuing  house, 
and  therefore  of  no  standard  quality.  With  the  time 
bill  of  exchange  of  uniform  quahty,  there  is  obviously  a 
public  market  in  the  same  sense  that  there  is  an  open 
market  for  government  bonds,  while  in  single-name 
paper,  of  various  qualities,  there  can  be  only  such 
market  as  exists  by  virtue  of  banks  wdlling  to  buy  the 
paper. 

The  money  rate,  or  money  market,  in  European  coun- 
tries is  therefore  the  rate  at  which  these  bankers'  ac- 
ceptances will  be  discounted,  while  in  this  country,  the 
money  market  is  the  rate  at  which  money  can  be  bor- 
rowed in  Xew  York  on  Stock  Exchange  collateral.  The 
fluctuation  in  money  rates  in  Europe  is  due  to  the  de- 
mand and  supply  of  bills,  which  arise  from  business 
transactions.  If  trade  is  brisk  the  supply  of  bills  will  be 
large;  if  slow,  small.  As  the  funds  of  the  banks  are 
depleted,  the  banks  are  unable,  or  unwilling,  to  discount 
except  at  advanced  rates.  If  trade  declines,  less  credit 
is  desired,  fewer  bills  come  into  the  market,  the  demand 
for  investment  is  more  keen,  and  the  rates  naturally 
decline.  At  first  sight  it  would  seem  the  reverse  of  this 
process,  but  it  is  axiomatic  that  a  bank  having  surplus  of 
money  \nll  invest  it  at  lower  rates  than  if  it  has  a  dimin- 
ished reserv  e  which  can  only  be  touched  by  attractive 
rates  of  interest.  Low  rates  of  interest  are  a  business 
stimulus,  high  rates  a  check.* 

This  contrast  is  more  plainly  apparent  when  it  is  con- 
sidered that  in  Europe  money  rates  fluctuate  by  frac- 
tions, while  in  New  York  money  rates  are  subject  to 
violent  fluctuations,  which  register  the  speculative  and 
not  the  business  demand  for  money. 

Trade  never  expands  and  contracts  by  sudden  bursts. 
It  is  a  gradual  process.  And  as  trade  is  a  steady  upward 
or  downward  movement,  so  also  is  the  supply  of  bills, 
and  as  a  consequence  the  demand  and  supply  of  money. 
Moreover,' in  a  steady  market  funds  move  as  the  tide 

*  Since  the  introduction  of  the  Federal  Reserve  Banks,  J-awever,  the 
money  market  may  also  be  said  to  be  the  rate  at  which  the  Federal  Banks 
will  rediscount  both  commercial  paper  and  acceptances  and  which  rates  ar« 
published  daily. 
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ebbs  and  flows.  If  France  owes  England  more  than 
England  owes  France,  money  will  naturally  flow  to 
England  from  France  in  settlement.  If  the  London 
market  is  higher  than  the  French,  investment  funds  will 
seek  the  English  market.  Money  always  flows  to  the 
point  of  profitable  investment.  If  the  Paris  discount 
rate  is  2  per  cent.,  and  the  English  2%  per  cent.,  the 
French  bankers  will  remit  money  to  London  for  invest- 
ment there.  This  increases  the  volume  of  Enghsh 
money  and  the  London  rate  will  fall.  As  French  funds 
become  less,  the  rate  rises,  thus  checking  the  outflow  of 
French  money  to  England. 

In  New  York  a  speculative  movement  may  come  sud- 
denly, making  a  brisk  call  for  funds,  and  a  rise  of  3 
or  4  per  cent,  is  unimportant  in  a  speculative  boom.* 
Profits  in  speculation  being  larger  than  in  trade  move- 
ments, only  a  heavy  advance  can  check  undue  specula- 
tion. And  such  movements  being  unstable  and  unde- 
pendable,  do  not  tend  to  attract  money  from  abroad. 

Without  bankers'  acceptances  we  cannot  have  a  stable 
discount  market,  and  without  a  discount  market  we  can- 
not hope  to  profit  by  the  ebb  and  flow  of  funds  such  as 
obtains  in  European  money  centers.  The  European 
banker  would  not  invest  in  our  commercial  paper  as  now 
constituted,  for  he  knows  little  of  its  worth.  But  he 
does  know  of  our  banks,  and  until  we  have  the  accept- 
ance market  fully  developed  we  cannot  hope  to  enlist 
the  foreign  banker  in  our  financial  operations. 

European  and  American  Banking  Methods 

One  of  the  marked  differences  between  European  and 
American  banking  methods  lies  in  the  rediscount  fea- 
tures of  the  several  banking  systems  and  we  cannot  get 
a  clear  conception  of  what  is  hoped  to  be  accomplished 
through  the  introduction  of  some  of  the  European  ideas 
unless  we  understand  the  fundamental  principles  that 
obtain  abroad  in  the  matter  of  commercial  paper.  Inas- 
much as  the  Federal  Reserve  Act  is  obviously  patterned 

*  In  November,  1919,  call  money  in  New  York  went  as  high  as  25  per 
cent,  and  averaged  from  8  to  12  per  cent,  for  several  weeks. 
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after  those  features  of  European  banking  that  best  fit 
into  our  methods  and  customs,  we  must  understand  the 
sahent  features  of  European  banking  in  order  to  appre- 
ciate the  vast  power  for  good  embodied  in  the  Act. 

The  principal  financial  markets  of  the  world  are  Lon- 
don, Paris,  Berlin  and  New  York.  London  is  and  has 
been  for  many  years  the  world's  financial  center  and 
leading  discount  market.  By  the  term  "discount  mar- 
ket" is  meant  that  a  bill  drawn  on  London,  or  any  of 
the  large  banks  or  discount  companies  of  London,  or 
offered  to  them,  can  without  delay  be  turned  into  money 
(sold). 

The  international  trade  of  the  world  is  financed 
through  London.  The  products  of  the  Orient,  South 
America, — the  world,  are  paid  for  through  London 
credits.  Paris  and  Berlin  are  concerned  mainly  with 
the  trade  of  France  and  Germany,  but  also  figure 
largely  in  world-wide  affairs,  while  New  York  has  been 
the  clearing  house  for  American  trade,  and  through  the 
influences  of  the  war  is  fast  becoming  a  world  money 
center. 

The  reserves  of  the  European  banks  are  not  fixed  by 
law  as  is  the  case  in  this  country,  but  each  bank  is  left 
to  itself  to  carry  as  much  as  experience  dictates,  the  true 
reserve  being  in  the  form  of  instruments  that  are  readily 
turned  into  cash  at  the  central  bank.  A  security  that 
can  at  a  moment's  notice  be  turned  into  a  circulating 
medium  is  to  all  intents  and  purposes  equivalent  to 
cash,  and  is  less  costly  to  carry.  Through  their  system 
of  branches  the  whole  country  is  covered  by  these  redis- 
count and  collection  services,  for  which  the  charge  is  a 
minimum  interest,  as  for  instance,  the  Bank  of  France 
charges  a  minimum  of  five  days  interest.  Thu,s  for  the 
last  five  days  of  the  hfe  of  the  bill,  the  French  hanks 
charge  the  bank  rate,  which  is  usually  higher  than  the 
local  rate ;  therefore,  on  a  bill  having  sixty  days  to  run, 
the  discount  rate  for  fifty-five  days  would  be  the  market 
rate  and  for  the  last  five  the  bank  rate,  allowing  the 
bank  to  rediscount  or  collect  through  the  central  bank. 

The  London  discount  system  consists  of  the  Bank  of 
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England,  the  great  joint  stock  banks,  private  banks, 
the  bill  brokers  and  the  merchant  bankers,  together  with 
the  branches  of  the  colonial  and  foreign  banks,  all  of 
which  have  branches  in  London. 

The  Bank  of  England  is  represented  here  by  the  Fed- 
eral Reserve  Bank,  the  joint  stock  and  private  banks  by 
our  national  and  state  banks  and  trust  companies,  and 
the  bill  brokers  and  discount  houses  by  our  note  brokers 
or  commercial  paper  houses,  the  distinction  between  the 
two  being  that  the  London  house  deals  with  bills  of  ex- 
change, domestic  and  foreign,  while  our  commercial 
paper  houses  deal  in  promissory  notes. 

These  merchant-bankers  were  at  first  merely  mer- 
chants, in  high  credit  and  known  the  world  over,  and 
on  whom  a  bill  drawn  had  a  world-wide  credit  standing. 
Being  in  such  high  credit,  it  developed  as  time  went  on, 
that  they  were  induced  to  accept  for  other  merchants, 
this  function  proving  so  profitable  that  their  accepting 
business  displaced  their  mercantile  dealings  and  thus 
thej^  became  accepting  instead  of  trading  houses. 

The  Lack  of  Acceptance  Privileges 

The  lack  of  acceptance  privileges  has  not  only 
hampered  our  foreign  and  domestic  trade,  but  has  pre- 
vented our  banks,  both  city  and  country,  from  using 
their  credit  profitably.  The  country  bank  has,  as  a  rule, 
more  funds  than  local  demands  can  absorb,  and  must 
find  an  outlet  for  its  surplus  money.  These  surplus 
funds  may  at  the  present  time  be  deposited  with  the 
city  correspondent  or  reserve  agent,  the  Federal  Re- 
serve Bank  of  the  district  (without  interest),  invested 
in  bonds  of  various  sorts,  or  in  the  purchase  of  com- 
mercial paper.  Balances  with  reserve  agents  are  un- 
profitable, usually  2  per  cent.  Federal  Reserve  bal- 
ances are  a  dead  loss,  so  that  it  devolves  upon  bonds 
and  commercial  paper  to  make  the  surplus  funds  profit- 
able.* 

*  Members  of  the  Federal  Reserve  banking  system  are  now  required  to 
carry  a  stipulated  reserve  with  the  Federal  Reserve  Bank  of  the  district, 
the  cash  on  hand  and  balances  with  correspondents  being  optional. 
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In  spite  of  the  admirable  record  of  commercial  paper, 
its  worth  as  a  banking  investment  depends  upon  the 
checking  process  elsewhere  described,  and  has  a  small 
element  of  speculation. 

In  the  majority  of  instances,  the  country  bank  de- 
pends upon  the  advice  of  the  city  bank  for  its  com- 
mercial paper  purchases.  The  acceptance  privilege  will 
give  the  country  bank  the  opportunity  of  purchasing 
the  acceptances  made  by  the  large  city  banks,  at  little 
or  no  risk  to  itself,  and  at  the  same  time  make  accept- 
ances for  those  of  its  customers  whom  it  may  deem 
worthy,  and  thus  offset  in  a  measure  the  loss  that  is 
confronting  the  country  banker  in  exchange  charges, 
which,  under  the  present  movement  to  put  the  country 
on  a  par  basis,  is  inevitable. 

Moreover,  it  will  provide  the  country  bank  as  well  as 
the  city  bank  with  a  form  of  security  that  is  easily  dis- 
countable at  the  Federal  Reserve  Banks.  In  the  redis- 
count of  commercial  paper  holdings,  or  of  its  own  dis- 
counted paper,  under  the  old  regime,  such  an  accommo- 
dation would  be  made  by  the  rediscounting  agent  largely 
upon  the  credit  of  the  bank  offering  the  paper  for  dis- 
count, the  makers,  especially  home  concerns,  being  un- 
known to  the  city  correspondent.  But  in  the  rediscount 
of  acceptances,*  the  credit  would  be  gauged  by  the  qual- 
ity of  the  acceptance  and  would  not  involve  the  credit  of 
the  discounting  bank  except  as  a  secondary  considera- 
tion. It  is  the  policy  of  foreign  banks  to  rediscount 
their  paper  of  short  maturity  and  of  the  central  banks 
to  favor  such  short-time  instruments  by  a  lesser  rate, 
thus  giving  the  central  bank  an  exceedingly  liquid  body 
of  discounts  that  are  rapidly  turning  into  money  at  all 
times. 

It  has  been  claimed  with  much  merit  that  the  lack  of 
acceptance  facilities  has  placed  our  importers  at  a  dis- 
advantage in  the  importation  of  goods,  since  they  are 
unable  to  finance  their  imports  upon  as  favorable  a  basis 
as  is  possible  with  importers  abroad  who  have  bank 
acceptance  credit. 

*  other  than  its  own  acceptances. 
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If  the  above  principles  are  understood  from  the  brief 
survey  of  the  field  of  European  banking,  it  will  be  seen 
that  we  have  had  no  discount  market  and  no  accept- 
ances as  the  term  is  understood  abroad.  Our  banks  do 
not  rediscount  and  if  so  it  is  a  sign  of  weakness,  or  sud- 
den call  for  funds  and  not  a  feature  of  the  banking 
business.  Our  promissory  notes  do  not  circulate.  They 
are  taken  as  a  fixed  asset  until  maturity  and  if  funds 
are  needed  other  mediums  are  employed  than  the  redis- 
count of  the  paper  holdings  of  the  banks.  Our  country 
banks  needing  funds,  do  at  times  rediscount  with  their 
city  correspondents,  but  it  is  a  courtesy  and  not  a  right, 
nor  a  part  of  their  regular  operations.  All  this  will,  of 
course,  change  as  the  acceptance  becomes  a  feature  of 
American  finance  and  the  Federal  Reserve  Bank  fulfills 
its  rediscount  mission.* 

The  Operation  of  a  Bank  Acceptance 

The  modus  operandi  of  a  bank  acceptance  will  be 
seen  by  a  simple  illustration.  An  English  cotton  spin- 
ner, desiring  to  purchase  cotton  in  the  American  mar- 
ket, arranges  with  his  banker  to  accept  bills  drawn  on 
him  by  the  American  shipper  at  sixty  or  ninety  days 
sight.  When  the  cotton  is  shipped,  the  seller  draws  as 
agreed,  attaches  the  documents, — insurance,  invoice, 
bill  of  lading,  etc.,  and  sells  the  bill  to  a  New  York  bank, 
thus  receiving  immediate  payment  for  his  cotton.  The 
purchasing  bank  is  protected  by  the  knowledge  that  the 
bill  will  be  accepted  upon  its  arrival  in  London  or  Liver- 
pool. The  New  York  bank  forwards  the  bill  to  its  cor- 
respondent abroad,  which  presents  the  same  for  accept- 
ance. When  so  accepted,  the  documents  are  delivered 
to  the  bank  making  the  acceptance,  which  in  turn  de- 
livers to  the  spinner,  thus  putting  the  cotton  in  his 

*  Note  to  second  edition:  The  rediscount  privileges  of  the  Federal 
Reserve  Banks  are  now  being  used  to  a  very  considerable  extent  by  the 
member  banks.  One  bank  in  New  York  had  $100,000,000  of  such  borrow- 
ings on  March  1,  1920,  and  34  banks  publishing  their  statements  in  the 
New  York  Times  as  of  that  date  had  over  $400,000,000  rediscounts  and  loans 
against  "war  paper  " 
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creditNo.^ — GuETauty  Trust  Company  of  New  Yoric 

— ■ Foreign  Department 


New  York, 


Gentlemen : 

We  hereby  authorize  you  to  value  on. 

for  account  of.. — . 


UP  to  an  aggregate  amount  ot- 
availabte  by  your  drafts  at — „ 
against  shipment  of 


Bills  of  Lading  for  such  shipments  must  be  made  out  to  the  order  of  the  Gnaiwity  Ttuat  Companr 
of  New- York,  unless  otherwise  specified  in  this  credit 

CONSULAR  INVOICE  AND  ONE  BILL  OF  LADING  MUST  BE-SKNT  Bt  THE  BAKK  0RB4MKEB  WEGOTIAWNO 
DBAFTS.  DIKECT  TO  THE  GUAEAMTY  TEUST  COMPANY  OF  NEW  YORK.  NEW  YORK.  ONPEft  ADVICE  TO — 


The  remaining  documents  must  accompany  the  drafts  drawn  on- 


The  amount  of  each  draft,  negotiated,  together  with  date  of  negotiation,  must  he  en&taed  en 
back  hereof. 

We  hereby  agree  with  bona  fide  holders  that  all  drafts  drawn  by  virtue  of  thi3  Credit,  and  (a 
accordance  with  the  above  stipulated  terms,  shall  meet  with  due  Honor  upon  pceaentation  at  the  Office  -of 

. if  drawn  and  negotiated  prior  to^.. •  '■  ■   ■ 

Guaranty  Trust  Conqjany  of  New  Yoric, 
by 


N.  &  Drafts  drawn  under  this  Credit  must  state 
that  they   are    "drawn   under   Letter  of 

Credit  No. . 

Dated -"^ 


LETTER    OF    CREDIT 


possession.  The  accepted  bills  are  readily  discounted  in 
the  open  market  and  the  proceeds  placed  to  the  credit  of 
the  New  York  Bank.  The  purchase  of  the  bills  in  the 
first  instance  by  the  New  York  bank  does  not  involve 
the  use  of  funds,  for  the  New  York  bank  can,  upon  the 
purchase  of  the  bill,  immediately  sell  its  banker's  drafts 
against  the  credit  so  created,  thus  placing  the  actual 
money  or  its  equivalent  in  its  possession. 
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In  the  absence  of  such  facilities,  the  American  im- 
porter is  given  the  choice  of  paying  for  his  goods  when 
ordered  by  draft  purchased  as  above  indicated,  against 
credits  created  abroad,  but  in  order  to  obtain  the  funds 
to  purchase  a  draft  he  may  have  to  borrow  on  his  own 
note,  in  the  absence  of  which  the  shipper  must  finance 
the  transaction,  for  which  he  must  of  necessity  be  paid, 
either  directly  or  in  the  increased  price. 

The  shipper  in  the  latter  instance  would  draw  on  the 
importer  and  hand  the  draft  to  his  banker  for  collection. 
If  the  shipper  is  not  in  good  credit,  his  bank  would  not 
buy  the  draft,  and  payment  would  be  delayed  until  the 
draft  could  be  collected  and  remittance  returned.  Our 
importers  have  got  around  the  cumbersome  practices 
heretofore  by  having  their  banks  arrange  with  their 
London  correspondents  to  accept  bills  drawn  on  them 
for  American  imports.  Such  an  arrangement  would 
work  out  as  follows :  In  a  coffee  shipment,  for  example, 
the  shipper  would  draw  his  draft  in  South  America  on 
London,  and  readily  sell  the  same,  because  of  the  Lon- 
don acceptance  which  would  follow.  The  South  Ameri- 
can bank  buying  the  bill  would  forward  to  London  for 
acceptance.  When  accepted  the  documents  are  released. 
The  London  bank  forwards  the  documents  to  the  New 
York  bank  which  opened  the  credit  for  the  importer, 
which  in  turn  delivers  the  documents  to  the  importer 
under  trust  receipt. 

Twelve  days  prior  to  the  maturity  of  the  bill,  the  New 
York  bank  will  present  a  statement  to  the  New  York 
importer  showing  the  amount  in  Sterling  that  must  be 
remitted  to  London  to  cover  the  bill  f alhng  due.  In  so 
doing  the  importer  finally  makes  payment  for  his  goods. 

This  process  is  costly  to  the  importer,  for  he  must  pay 
his  bank  a  commission  for  arranging  the  credit,  and  the 
London  bank  for  its  acceptance.  The  importer  also 
takes  the  risk  in  exchange  rates.  If,  for  instance,  the 
rate  is  4.86  when  the  credit  is  opened,  when  payment 
falls  due  the  rate  might  be  4.88,  a  considerable  tax  in 
large  operations.  Thus  we  have  been  paying  London  a 
large  yearly  tribute  for  our  inability  to  make  our  own 
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Guaranty  Trust  Company  of  New  York 

140  Broadway 

CtapUol  ^  80.000.000.    Surplus  $  2^'d.ooo.ooa 

Cable  Address  'Fidelitas' 


.33Loipbard  S(n)C<.E£. 


Plemse  address  reply  » 

Guaraiity  Trust  Company  <rf  New  Yojk 

FoTPlgn  Department 


NewYork.    date 


Hr.  A.  B.  Jones  k  Co.« 

26  Liberty  Street, 

Hew  York  City. 

Qeatlenea: 

T«9  reoelTed  today  /ran  the  Bank  of  Jericho,  etc.,  the 
following  cable  me a sage: 

'Pay  A.  B.  Jones  ft  Co.  26  Liberty  St. ,  Hew  York 
against  delivery  of  docuaeots  good  shipped  Haegeli 

I>  2,160 

(T>o  thousand  one  fanndred  fifty  Pounds  Starling).* 

of  idiid)  kindly  note. 

We  require  hereunder  against  our  paynant  the  relative 
docunents  which  we  tmdorstand  have  to  consist  of  full  set  of 
bill  of  Itkding  made  out  to  order  and  endorsed  in  blank  or  to  the 
order  of  Bsnk  of  Jericho,  marine  tmd  war  risk  insurance  certifi- 
cates, and  consular  and  cammercial  invoices.   In  case  you  should 
have  been  instructed  to  deliver  to  us  other  dociunents,  kindly 
ooBsnnnicate  with  us  at  your  earliest  convenience. 

The  above  instruations,  subject  to  revocation  on  the 
part  of  our  principals,  must  be  strictly  adhered  to  in  order  to 
obtain  payment.  When  referring  hereto,  quote  our  Ex.  Mo. 

Yours  very  truly, 

QCfleiaUy  signed 


LETTER  OF  ADVICS 


acceptances.  But  if  the  South  American  shipper  could 
draw  on  the  buyer  in  the  knowledge  that  a  large  New 
York  bank  would  accept,  he  could,  when  the  American 
acceptance  became  internationally  known,  sell  his  drafts 
as  freely  on  New  York  as  on  London. 

There  is  no  material  difference  between  the  operation 
of  an  acceptance  arising  out  of  a  foreign  transaction 
and  one  between  trading  firms  in  this  country,  except 
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in  the  currency  in  which  the  instrument  is  payable.  In 
transactions  cleared  through  London,  the  sum  would  be 
stated  in  pounds,  and  if  cleared  through  New  York  it 
would  be  in  dollars — "dollar  drafts,"  as  they  are  called. 
In  a  domestic  acceptance,  the  operation  is  essentially 
the  same,  and  in  an  actual  transaction  would  work  as 
follows :  Let  us  suppose  a  flour  mill  in  Minneapolis  has 
contracted  with  a  New  York  flour  merchant  for  a  con- 
signment of  flour  to  be  paid  for,  cash  on  delivery.  The 
merchant  in  Minneapolis  does  not  want  to  wait  the  ten 
days  or  two  weeks  while  the  flour  is  en  route,  neither 
does  he  care  to  trust  the  merchant  on  open  account,  nor 
take  his  note,  both  of  which  would  involve  borrowing 
on  single-name  paper,  or  discounting  the  note  with  the 
home  bank,  which  may  not  be  in  position  to  lend  to  the 
full  extent  of  the  merchant's  needs.  Therefore,  the 
New  York  merchant  arranges  with  the  Minneapolis 
merchant  to  draw  a  draft  for  the  value  of  the  flour  on 
him  at  a  designated  bank,  having  previously  arranged 
with  the  bank  for  a  letter  of  credit  as  in  the  foreign 
transaction.  If  the  goods  are  to  be  stored,  the  buyer 
will  arrange  with  the  bank  to  accept  for  him,  and  lodge 
with  the  bank  the  warehouse  receipts  as  security.  The 
bank  will  release  the  goods  upon  satisfactory  security, 
or  on  the  open  credit  of  the  flour  merchant. 

Varieties  of  Bills 

The  instruments  through  which  world-wide  monetary 
affairs  are  settled  consist  of — 

(a)  International  bills.  These  are  bills,  drawn  in  one 
country  and  payable  in  another.  They  are  the  instru- 
ments of  credit  for  inter-country  dealings.  They  are 
usually  "documentary  bills,"  bills  accompanied  by  ship- 
ping documents,  insurance,  etc.,  which  are  deliverable 
either  upon  acceptance  of  the  bill  or  its  payment.  Such 
bills  are  drawn  by  shippers  upon  well-known  banks  and 
banking  houses,  which  act  as  acceptors  for  their  clients, 
taking  for  their  security  either  the  goods,  other  collat- 
eral, or  the  general  credit  standing  of  the  consignee. 
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When  so  accepted  by  the  bank  or  banking  firm,  the 
documents  are  released  and  the  bill  becomes  "prime 
paper"  in  the  discount  market  and  commands  the  lowest 
discount  rate  quoted.     The  bill,  which  is  accompanied 
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New  York  City - -19 

Received  from  the  guaranty  trust  company  of  new  YORK  the  following  goods 

and  merchandise  specified  in  the  documents  described  below,  and  in  consideration  thereof  I/we  hereby 
agree  to  hold  said  goods  in  trust  for  it  and  as  its  property  and  to  deliver  over  to  the  said  Trust  Company 
or  its  assigns  the  ocean  biiis  representing  the  goods  and  merchandise  described  below,  or  other  negoti- 
able documents,  or  the  proccedsof  the  sale  of  the  goodsand  merchandise  set  forth  in  the  said  documents; 
the  delivery  herein  being  temporarily  made  to  me/us  for  convenience  only,  without  novation,  or  without 
giving  me/us  any  title  to  the  documents,  or  the  goods  and  mercliandise  they  represent,  except  as 
trustee  and  agent  for  the  said  Trust  Company  and  except  to  effect  the  exchange  of  said  documents 
for  ocean  bilfs  of  lading,  or  to  receive  the  proceeds  thereof  for  the  account  of  said  Trust  Company. 

The  said  Trust  Company  may  at  any  time  cancel  this  trust  and  take  possession  of  said  goods  and 
merchandise  or  of  the  proceeds  of  such  of  the  same  as  may  then  have  been  sold,  wherever  the  said 
goods  and  merchandise  or  proceeds  thereof  may  then  be  found. 

The  said  goods  and  merchandise  while  in  my/our  hands  shall  be  fully  insured  against  loss  by  fire 
and  any  other  risk  that  said  goods  and  merchandise  may  be  subjected  to. 

I/we  hereby  agree  to  deliver  said  ocean  bills  of  lading,  or  to  pay  the  proceeds  arising  from  the  sale 
of  the  said  goods  and  merchandise,  to  the  said  Trust  Company  on  or  before    


TltUST  RECEIPT 


by  documents  that  are  released  only  upon  payment,  is 
not  as  negotiable  as  one  that  releases  the  documents 
upon  acceptance,  and  does  not  enjoy  so  wide  or  so 
favorable  a  market  as  the  prime  bill. 
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(b)  The  domestic  hill  or  ''trade  acceptance"  is  a 
bill  drawn  by  the  seller  upon  the  buyer  for  a  local 
transaction  and  is  the  chief  form  of  paper  in  the  Euro- 
pean discount  markets  that  arises  from  local  dealings. 
When  a  sale  is  made  and  delivery  of  the  goods  follows, 
the  seller  draws  his  draft  upon  the  buyer,  who  accepts 
it,  or  has  his  banker  accept  for  him,  returns  the  bill  to 
the  seller,  who  discounts  it  at  his  bank.  This  is  in  con- 
trast with  our  method  of  open  book  account  or  promis- 
sory note  form  of  settlement,  the  former  predominating. 

(c)  The  commercial  credit  hill,  drawn  by  a  customer 
upon  his  bank  and  by  the  latter  accepted,  after  which 
it  may  be  discounted  in  the  open  market.  The  French 
bankers  usually  require  security  in  some  form,  or  a 
satisfactory  endorser,  but  the  Berlin  banks  grant  ft  con- 
siderable volume  of  uncovered  credits,  ''bianco  bills" 
with  or  without  security. 

Whatever  the  form  of  the  bill,  or  its  origin,  or  the 
security  back  of  it,  when  accepted  by  a  leading  bank  and 
free  from  documents,  it  becomes  prime  paper  and  con- 
stitutes the  main  stock  in  trade  of  the  European  money 
centers.  They  are  bought  and  sold  as  readily  as  mer- 
chandise. Through  the  medium  of  bill  brokers,  they 
pass  from  one  lender  to  another,  and  in  many  instances 
find  their  way  into  the  great  central  banks,  where  they 
form  the  chief  item  of  assets;  but  wherever  found  they 
are  considered  the  liquid  assets  of  the  holder  by  virtue  of 
their  rediscount  privileges  and  wide  market. 

The  bill  that  is  purchased  by  a  bank  is  regarded  as  a 
permanent  asset  until  its  maturity,  but  may  be  quickly 
rediscounted  if  the  need  requires  at  the  central  bank. 
In  some  instances  the  bill  is  rediscounted  as  a  means  of 
collecting  at  maturity,  a  large  proportion  of  these  bills 
being  for  a  short  time  prior  to  maturity  held  by  the  cen- 
tral bank,  and  are  also  sent  from  place  to  place  in  the 
settlement  of  debts  or  the  transfer  of  funds. 

Acceptances  may  be  divided  into  four  classes : 

(a)  Import  acceptances. 

(b)  Export  acceptances. 
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(c)  Domestic  acceptances. 

(d)  Finance  acceptances. 

The  first  three  are  drawn  by  commercial  houses,  the 
last  by  banks  and  other  financial  concerns. 

Drafts  in  Europe  are  not  regarded  as  bills  of  ex- 
change if  made  by  other  than  a  mercantile  or  trading 
firm,  that  is,  a  bill  drawn  by  a  doctor,  lawyer,  etc.,  would 
not  be  considered  a  true  bill. 

The  purchasers  of  bills  are : 

( a )  The  central  bank. 

(b)  The  banking  community  at  large, — banks,  bank- 
ing houses,  investment  concerns,  brokers,  etc. 

( c )  Irregular  investors. 

The  reason  bills  are  so  widely  held  and  in  such  popular 
favor  is  the  fact  that  the  holder  knows  that  he  can  always 
discount  good  bills  at  the  central  bank,  and  in  times  of 
stress  there  is  no  rush  to  sell  the  bills,  because  of  the 
assurance  that  they  can  always  be  turned  into  cash  at  the 
central  bank. 

The  "Open  Account^^ 

The  open  account  has  been  for  a  long  time  regarded 
as  a  pernicious  element  in  our  business  world.  It  has 
two  undesirable  aspects :  It  leads  to  over-buying  on  the 
part  of  the  debtor,  and  to  over-selling  on  the  part  of 
the  creditor.  These  two  aspects  may  best  be  seen  by  a 
simple  illustration.  A  manufacturer  coming  upon  what 
he  considers  a  bargain  in  raw  material  buys  beyond  his 
ability  to  pay.  He  in  turn  urges  the  jobber  to  over-buy. 
The  jobber  in  turn,  through  his  salesmen,  urges  upon  the 
retailer  the  over-stocking,  billing  ahead  as  an  extra  in- 
ducement. The  retailer  in  turn  urges  the  goods  upon 
the  customer  upon  loose  credits  and  gets  out  as  best  he 
can.  The  day  for  settlement  comes.  The  retailer  begs 
in  vain  of  his  customers  for  settlement,  and  he,  of  course, 
cannot  pay  if  they  do  not.  The  jobber  holds  up  the 
manufacturer  and  he  in  turn  the  banks.  The  whole 
business  fabric  feels  the  evil  of  forced  and  over-trading. 
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The  only  safe  method  is  the  consuming  power  of  the 
public,  aided  and  abetted  by  fair  prices  aridTTonest  ad- 
vertising. It  may  all  be  traced  to  the  open  account, 
which  is  a  debt  without  a  fixed  maturity,  and  no  dishon- 
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(DOCUMENTS  FOR  WAREHOUSING) 


ftraittri  fromTHE  Guabanty  Trust  Co.  of  New  York  Bill  of  Lading  per- 


dated ■ , for  the  following  goods  and  merchandise. 

their  property,  narked  and  numbered  as  follows : 


imported  under  the  terms  ofLetter  of  Credit  No ,  issued  by  them  for  |  — ^  [  account, 

the  said  Bill  of  Lading  to  be  used  by  |  -^  |  for  the  sole  purpose  of  entering  the  above 

described  property  at  theUnited  States  Custom  House  at  the  Port  of—- 

and  of  storing  the  same  in  the  name,  and  as  the  property,  of  the  said  The  Guaranty  Trusi 
Co.  OF  New  York,  and  subject  only  to  their  order,  |  :^  [  hereby  agreeing  to  so  store 
the  said  property  and  to  hand  the  storage  receipt  for  the  same  to  the  said  The  Guaranty 
Trust  Co.  of  New^STork.  when  obtained. 

I  yf^  t  also  agree  to  fully  insure  said  property  against  fire,  the  loss,  if  any,  payable 
to  said  The  Guaranty  Trust  Co.  of  New  York,  and  to  hand  to  them  the  policies  of 
insurance  thereon. 

Dated -^ ...—  -191 

(Signed) .- . 


TRUST  RECEIPT    (OOODS  FOR  STORAGE) 

orable  thing  to  delay  its  payment.    It  is  a  debt  easy  to 
create  and  difficult  to  collect. 

The  open  account  has  been  called  "credit  run  wild," — 
an  engine  without  a  governor;  but  the  acceptance  could 
be  made  the  governor  to  control  the  workings  of  the 
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credit  machine.  It  will  prevent  over-buying  and  over- 
selling. The  buyer  will  curtail  his  purchases  if  he  knows 
he  must  meet  his  acceptance  when  due,  and  the  seller 
will  hesitate  to  force  a  large  order  on  an  unwilling  buyer. 
There  is  no  process  by  which  the  book  account  can  have 
the  definite  maturity  that  obtains  in  the  case  of  nego- 
tiable instruments.  The  seller  must  sue  on  an  "account 
stated"  with  all  its  legal  defences,  while  the  acceptance 
is  complete  in  itself,  and  needs  no  other  proof.  It  is  a 
^'carrier  without  luggage."  The  merchant  or  jobber 
whose  portfolio  contains  well  assorted  acceptances  may 
at  all  times  raise  this  barricade  against  trouble,  knowing 
they  can  be  promptly  discounted  at  the  bank,  and  at  a 
preferential  rate,  making  the  acceptance  almost  the 
equivalent  of  money. 

For  many  years  thoughtful  men  have  regarded  the 
open  account  as  unsound  in  principle.  The  practice  has 
led  to  the  taking  of  unauthorized  and  unearned  dis- 
counts. For  example:  A  discount  of  2  per  cent,  is 
commonly  offered  off  the  invoice  for  cash  within  ten 
days.  We  all  know  that  money  is  not  worth  that  much. 
When  a  merchant  offers  so  great  an  inducement,  he 
knows  that  the  buyer,  having  large  means  or  credit,  can 
and  will  find  some  way  to  take  advantage  of  it,  and  place 
himself  in  an  unusual  position  as  compared  with  his 
smaller  competitor  whose  credit,  perhaps,  does  not  per- 
mit him  to  borrow  as  freely.  When  a  merchant  names  a 
price,  based  on  his  invoice  being  discounted  at  a  rate 
equivalent  to  36  per  cent,  per  annum,  it  is  apparent  that 
he  must  figure  his  price  high  enough  to  stand  this  dis- 
count, so  that  the  discount  is  merely  a  bait  to  draw 
prompt  payment.  That  is  a  heavy  premium  to  offer  for 
prompt  payment,  and  yet  it  is  one  of  the  commonest  of 
trade  practices.  Take  again  the  merchant  who  is  unable 
to  discount.  He  must  lose  the  benefit  of  the  cash  discount. 
Under  the  present  system,  the  advantage  is  all  with  the 
buyer  who  has  large  credit  at  his  bank,  but  who,  in  pro- 
portion, may  be  a  poorer  risk  than  the  small  buyer. 

Open  accounts  have  led  to  the  unfair  practice  of  re- 
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turning  merchandise  after  shipment  has  been  made,  and 
prior  to  the  due  date  of  the  open  account. 

The  introduction  of  the  trade  acceptance  would  elim- 
inate the  necessity  of  selling  accounts  receivable,  which, 


Trust  Receipt  for  Withdrawal  of  Collaterals 


Loan  of , New  York, 


Received  from  Guaranty  Trust  Co.  of  New  York,  the  following  property  held  by  the 
Guaranty  Trust  Co.  of  N«w  York,  as  collateral  security; 


and  in  consideration  thereof  Y  hereby  agree,  acting  as  agents  for  the  Guaranty  Trust  Co. 

of  New  York,  in  this  matter,   to  hold  said  property  in  trust,  for  the  following  purpose 
only,  viz; 


with  the  understanding  that    ,   will  hand  the 


as  soon  as  received  to  the  Guaranty  Trust  Co.  of  New  York,  the  intention  of  this 
agreement  being  to  protect  and  preserve  unimpaired  the  lien  of  the  Guaranty  Trust  Co. 
of  New  York,  on  said  property. 


TRUST  RECEIPT  FOR  WITHDRAWAL  OF  GOODS 

next  to  cash,  are  the  most  liquid  assets  of  the  firm,  and 
which  under  the  present  system  of  hypothecating  can 
only  be  turned  into  money  at  excessive  rates. 

The  opening  of  New  York  and  other  large  cities  in 
this  country  as  free  discount  markets  will  open  up  a  new 
field  of  banking  which  is  bound  to  be  very  profitable  to 


I) 
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all  banks  in  city  and  country  which  take  advantage  of  it. 
The  purchase  and  sale  of  acceptances  is  quite  capable  of 
bringing  fair  profits. 

They  form  an  excellent  secondary  reserve,  being,  as 
they  are,  convertible  immediately,  and  much  easier  to 
handle  than  stock  exchange  loans,  and  usually  command 
a  better  rate  of  interest.  The  discounting  and  redis- 
counting  of  dollar  acceptances  in  New  York  already  run 
into  the  millions  daily.  In  one  institution  in  New  York 
the  daily  transactions  frequently  run  into  the  millions. 

Under  the  open  account  system,  the  merchant  is  com- 
pelled to  operate  his  business  with  a  large  line  of  book 
accounts,  using  his  own  credit  for  the  purpose  of  borrow- 
ing on  his  single-name  paper  in  the  open  market.  Be- 
cause of  the  fact  that  the  character  of  his  book  accounts 
cannot  be  known  without  an  expensive  audit,  he  is  re- 
quired to  show  a  margin  of  safety  in  the  proportion  of 
quick  assets  to  quick  liabilities,  as  a  rule  not  less  than 
two  to  one.  No  matter  how  sound  may  be  his  credits, 
he  must  show  this  ratio  in  order  to  float  his  single-name 
paper.  If,  instead  of  book  accounts,  the  trade  acceptance 
obtained,  a  form  of  credit,  easily  negotiated,  would  come 
into  being  as  soon  as  the  debt  was  created.  If  the  retail 
merchant  were  to  put  his  name  to  an  obligation  that 
would  have  a  certain  maturity,  it  would  check  the  ten- 
dency to  over-buy.  The  buyer,  knowing  that  the  instru- 
ment would  be  discounted,  and  his  credit  injured  by 
faihng  to  meet  the  debt  when  due,  would  be  careful  to 
buy  only  salable  merchandise  and  extend  credit  only  on 
safe  lines.  Thus  the  strain  on  the  wholesaler  would  be 
reduced  and  spread  over  a  large  number  of  dealers. 
Through  the  medium  of  the  acceptance  the  correctness 
of  the  amount  would  be  immediately  estabhshed  and  at 
the  same  time  many  of  the  troubles  growing  out  of  the 
return  of  goods,  counterclaims  and  set-offs  avoided. 

Any  practice  that  makes  credit  cheap  and  easy  is 
undesirable,  and  it  is  admitted  that  the  book  account 
credit  does  tend  to  make  credit  cheap  and  easy  to  secure. 
Under  the  open  account,  differences  as  to  amount,  qual- 
ity, warranties,  etc.,  are  easily  provoked,  and  the  burden 
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of  proof  placed  on  the  seller  as  to  the  terms  and  condi- 
tions of  the  credit. 

It  is  well  known  that  unfair  advantages  are  taken  in 
the  matter  of  discounts,  and  all  sorts  of  tricks  resorted  to 
in  order  to  obtain  the  concessions  which  have  become  void 
through  lapse  of  time. 

Acceptances  and  Foreign  Business 

In  discussing  acceptances  and  foreign  business,  Paul 
M.  Warburg,  Vice-Governor  of  the  Federal  Reserve 
Board,  in  the  course  of  an  address  before  the  New  York 
State  Bankers  Association,  said: 

"It  is  a  strange  fact  that  many  of  our  business  men  who  enjoy 
the  reputation  of  being  keen  and  progressive  are  actually  wasting 
their  funds  by  still  using  foreign  acceptance  credits  instead  of 
American.  At  Rio  de  Janeiro  I  found  to  my  surprise  that  the 
majority  of  American  coffee  importers  were  still  using  letters  of 
credit  in  sterling  for  which  they  were  paying  a  discount  rate  of 
about  4%  per  cent.,  as  against  the  American  discount  rate  of  two 
per  cent.  Moreover,  in  doing  so,  they  were  often  paying  two  com- 
missions, one  to  the  foreign  banker  who  issues,  and  one  to  the 
American  banker  who  opens,  the  credit,  instead  of  paying  a  single 
commission  to  the  American  banker. 

"Let  me  venture  to  urge  most  earnestly  that  our  bankers  canvass 
their  lists  of  importing  and  exporting  firms  and  point  out  to  them 
the  folly  of  not  using  American  banking  facilities.     *     ^     * 

"Our  machinery  is  now  firmly  organized.  There  are  now  local 
banks  almost  everywhere  abroad  willing  to  buy  American  drafts 
going  forward  for  acceptance,  and  to  deal  in  dollar  exchange  on 
practically  the  same  narrow  margin  which  prevails  in  dealings  in 
sterling,  marks  or  francs,  and  the  Federal  Reserve  Banks  are  will- 
ing, whenever  desired,  to  do  their  share  by  quoting  'favorable  dis- 
count rates'  to  assure  the  rate  of  discount  pending  the  time  of 
transit.  This  new  feature  of  American  banking,  which  is  to  be  one 
of  the  roots  of  our  strength  and,  at  the  same  time,  a  new  source  of 
profitable  and  sound  banking,  ought  to  be  developed  energetically 
by  both  our  bankers  and  our  business  men." 

Possibilities  of  the  Acceptance 

The  advent  of  the  domestic  acceptance  will  bring  into 
the  financial  and  business  world  a  new  type  of  instru- 
ment that  has  untold  possibilities  for  good.  Under  such 
a  system  our  main  commodities  such  as  cotton,  grain, 
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etc.,  could  be  held  in  storage  and  marketed  at  favorable 
times,  such  acceptances  carrying  the  two-fold  security 
of  the  goods  and  the  credit  of  acceptor,  supplemented  by 
insurance  and  ample  margins  for  shrinkage.  By  the 
bank  acceptance,  a  bank  may,  without  tying  up  any  of 
its  fimds,  give  validity  to  a  self -liquidating  security  by 


BAILEE    RECEIPT. 

SfreibpJi  from  the  Guaranty  Trust  Company  of  New  York, 

solely  for  the  purpose  of  selling  same  for  account  of  said  Company  : 


marked  and  numbered . „ . 

and hereby  undertake  to  sell  the  property  herein  specified,  for 

account  of  the  said  Company,  and  collect  the  proceeds  of  the  sale  or  sales  thereof, 
and  deliver  the  same  immediately  on  receipt  thereof  to  the  said  Company,  to  be 

applied  to  the  credit  of _ 

hereby  acknowledging to  be  Bailee  of  the  said  property  for  the  said 

Company,  and —    _     do  hereby  assign  and  transfer  to  the  said  Company 

the  accounts  of  the  purchaser  or  purchasers  of  said  property  to  the  extent  of  the 
purchase  price  thereof,  of  which  fact  notice  shall  be  given  at  the  time  of  delivery  of 

the  said  property  by to  such  purchaser  or  purchasers  and  all  invoices  therefor 

shall  have  imprinted,  written  or  stamped  thereon  by— the  following  : 

"Transferred  and  payable  to  GVARANTY  TRUST  COMFAJfY  OF  NEW 
YORK,  140  Broadway,  New  York." 

If  the  said  property  is  not  sold  and  the  proceeds  so  deposited  within  ten  days 

froTn  this  date, undertake  to  return  all  documents  at  once  on  demand,  or  to 

pay  the  value  of  the  goods,  at  the  Company's  option. 

The  said  goods  while  in  |  ^  |  hands  shall  be  fully  insured  against  loss  by  fire. 

The  terms  of  this  receipt  and  agreement  shall  continue  and  apply  to  the  mer- 
chandise above  referred  to  whether  br  not  control  of  the  same,  or  any  part  thereof, 
be  at  any  time  restored  to  the  Guaranty  Trust  Company  of  New  York,  and 
subsequently  delivered  to  us. 

Dated  at  New  York, , 191 


BAILEE    RECEIPT,   GOODS    RELEASED   FOR    SALE 

accepting  drafts  for  its  customers'  account  and  charging 
a  small  fee  for  the  loan  of  credit. 

Even  though  the  drawer  of  the  instrument  has  no 
credit  outside  local  circles,  the  addition  of  the  bank's 
name,  even  though  a  small  institution,  would  make  the 
paper  salable  in  the  open  market  at  a  better  rate  than 
the  paper  would  carry  at  home.     The  maker  of  the 
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paper,  with  a  bank  acceptance  thereon,  could  in  turn 
pass  the  paper  on  to  the  wholesaler  or  manufacturer, 
who  in  turn  would  be  able  to  discount  it  with  his  banker 
and  the  latter  with  the  Federal  Reserve  Bank  of  the 
district.  The  commercial  credit  would  by  this  process 
be  turned  into  a  bank  credit  and  the  bank  credit  be 
liquidated  through  the  sale  of  the  merchandise. 

The  holder  of  a  bank's  acceptance  has  the  same  legal 
rights  against  the  bank  as  the  holder  of  a  bank's  promis- 
sory note  or  bill  payable,  but  banks  are  not  authorized 
to  use  their  acceptance  power  for  the  purpose  of  bor- 
rowing money  for  their  own  use.  They  are  specifically 
limited  by  the  terms  of  the  Act  to  the  acceptance  of 
drafts  or  bills  of  exchange — 

(a)  Which  grow  out  of  transactions  involving 
the  importation  or  exportation  of  goods ; 

(b)  Which  grow  out  of  transactions  involving 
the  domestic  shipment  of  goods; 

(c)  Which  are  secured  at  the  time  of  acceptance 
by  a  warehouse  receipt  or  other  document  convey- 
ing or  securing  title  covering  readily  marketable 
staples; 

(d)  Which  are  drawn  upon  it  *  *  *  by 
banks  or  bankers  in  foreign  countries  *  *  * 
for  the  purpose  of  furnishing  dollar  exchange,  as 
required  by  the  usages  of  trade  in  the  respective 
countries. 

The  Federal  Reserve  Act  is  the  strongest  and  most 
constructive  plan  yet  devised  to  provide  business  men 
with  real  financial  assistance,  by  virtue  of  the  fact  that 
trade  paper  may  be  discounted  with  the  Federal  Re- 
serve Bank  at  all  times,  which  is  equivalent  to  saying 
that  an  instrument  arising  out  of  a  business  transaction 
may  be  quickly  turned  into  money  at  minimum  rates  of 
discount.  The  Federal  Reserve  Act  utilizes  the  goods 
of  the  nation  as  a  basis  of  credit,  supplies  credit  and 
money  when,  where  and  as  needed  for  seasonal  credit. 
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Beneficial  Effects  of  the  Acceptance 

The  benefits  to  be  derived  by  the  buyer  in  the  trade 
acceptance  are: 

(a)  A  stronger  sense  of  obligation,  in  that  he  has  a 
definite  debt,  represented  by  an  instrument  which  can 
be  sued  upon,  and  is  self -proving  in  a  court  of  law. 

(b)  Safeguards  against  over-buying,  due  to  the  fact 
that  the  buyer  will  not  over-stock  if  he  has  to  meet  the 
obhgation  at  a  prescribed  time,  under  more  stringent 
procedure  than  the  book  account  affords. 

(c)  Lower  costs. 

(d)  A  better  system  of  financial  operation. 

The  trade  acceptance  converts  the  sale  and  delivery 
of  merchandise  into  a  liquid  credit  promptly  and  cheaply 
available  for  the  financial  needs  of  the  seller,  which  are : 

(a)  Better  financing  facilities  by  possession  of  an 
available  liquid  credit. 

(b)  Smaller  operating  costs  and  consequently  lower 
prices. 

(c)  Reduction  of  bad  debts  and  losses. 

(d)  Relief  from  unfair  discounts. 

(e)  The  bank  and  not  the  seller  carries  the  credit. 

(f)  Cheaper  money  rates,  acceptances  being  given 
preferential  rates  in  the  discount  market. 

The  advantages  of  the  trade  acceptance  as  a  substi- 
tute for  the  present  method  of  financing  in  this  country 
are  so  admirably  and  simply  set  forth  in  a  brochure 
issued  by  the  Federal  Reserve  Bank  of  Atlanta  that  I 
herewith  quote  it  in  full : 

Q. — What  is  meant  by  the  Trade  Acceptance  System? 

A. — The  substitution  of  time  drafts,  drawn  by  the 
seller  on  the  buyer  of  merchandise  at  the  time  of  sale, 
for  the  present  system  of  *'open  book  accounts." 

Q. — What  is  a  Trade  Acceptance? 

A. — A  draft  with  a  certain  maturity,  drawn  by  a 
seller  on  a  buyer,  for  a  fixed  or  determinable  sum  of 
money  representing  the  pui-chase  price  of  goods;  pay- 


74  COMMERCIAL  PAPER 

able  to  order  and  bearing  across  its  face  the  unqualified 
and  unconditional  acceptance  of  the  buyer. 

Q. — What  is  objectionable  in  the  "open  book  ac- 
count'^ system? 

A. — "Open  book  accounts"  are  not  payable  on  any 
definite  date;  they  are  subject  to  unknown  offsets  and 
may  be  disputed ;  the  buyer  who  is  able  to  pay  cash  gets 
a  disproportionate  earning  out  of  cash  discounts;  the 
buyer  who  must  take  time  is  placed  at  a  tremendous  dis- 
advantage therefore,  and  whenever  possible  borrows  at 
his  bank  on  his  own  direct  obligation  to  discount  his 
bills.  The  banker  studying  the  statement  of  the  bor- 
rower for  the  purpose  of  extending  credit  regards  the 
item  of  "accounts  receivable"  as  subject  to  considerable 
depreciation,  and  largely  for  that  reason  demands  a 
substantial  excess  of  quick  assets  over  current  liabilities. 
All  of  these  circumstances  work  to  the  disadvantage  of 
the  buyer  of  merchandise. 

Q. — What  are  the  disadvantages  of  the  ''single 
name^^  note  in  the  hands  of  the  banker? 

A. — First,  all  national  banks  and  many  State  banks 
are  strictly  limited  by  law  as  to  the  amoimt  of  loans 
they  may  make  to  any  one  borrower — a  limitation  which 
does  not  apply  to  the  discount  of  "two-name"  paper 
representing  a  current  business  transaction,  such  as 
trade  acceptances.  The  limitation  in  the  case  of  single- 
name  paper  is  required  by  prudent  banking,  but  where 
there  are  obligations  of  many  different  buyers  with  the 
endorsement  of  the  seller,  such  limitation  is  not  essential 
or  desirable. 

Second,  "single-name"  paper  has  been  regarded 
heretofore  as  undesirable  for  rediscoimt,  and  lending 
banks  have  usually  required  the  direct  obligations  of 
borrowing  banks,  which  the  latter  were  averse  to  give, 
since  "bills  payable"  by  banks  have  been  for  a  long 
time  looked  upon  by  the  public  as  elements  of  weak- 
ness; and  so  the  lending  powers  of  banks  were  neces- 
sarily limited  by  reason  of  the  necessity  of  holding  the 
notes  of  their  borrowers  until  paid. 
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Q. — What  are  the  advantages  of  the  Trade  Accept- 
ance in  the  hands  of  the  banker? 

A, — The  legitimate  acceptance  of  the  successful  deal- 
er, discounted  by  the  seller  at  his  bank,  is  the  most 
"liquid"  kind  of  paper  obtainable,  and  in  the  event  of 
any  sudden  withdrawal  of  deposits  or  any  unforeseen 
stringency,  such  paper  in  the  hands  of  the  banker  is  im- 
mediately available  to  meet  such  withdrawals  or  for  ad- 
ditional loans. 

Q. — Why  should  a  seller  prefer  a  Trade  Acceptance^ 
instead  of  a  note  from  the  buyer?  Why  should  a  buyer 
who  can  purchase  on  "open-booh  account"  on  liberal 
terms,  give  an  acceptance? 

A. —  (1)  The  trade  acceptance  is,  on  its  face,  an  in- 
strument representing  a  particular  sale  of  goods,  and  an 
absolute  acknowledgment  of  the  correctness  of  the  sell- 
er's claim,  as  well  as  a  definite  promise  to  pay  on  a  day 
certain.  If  the  acceptance  bears  the  clause  prescribed 
by  the  Federal  Reserve  Board,  "The  obligation  of  the 
acceptor  hereof  arises  out  of  the  purchase  of  goods  from 
the  drawer,"  it  is  prime  commercial  paper  rediscountable 
at  Federal  Reserve  banks  at  a  lower  rate  than  other 
paper. 

Therefore,  every  seller  who  has  trade  acceptances  in 
his  hands  instead  of  open  accounts  on  his  books  puts 
himself  in  position  to  be  treated  more  hberally  by  his 
bank,  and  consequently  is  enabled  to  handle  additional 
business,  or,  if  required,  to  "carry"  a  customer  who  is 
temporarily  embarrassed,  or  to  tide  over  a  seasonal  pe- 
riod of  reduced  volimie  of  business.  As  Mr.  Warburg 
of  the  Federal  Reserve  Board  well  says,  such  a  man  can 
"sell  an  asset  instead  of  incurring  a  debt"  for  funds 
from  his  bank. 

These  advantages  will  inevitably  be  passed  on  to  the 
buyer  in  the  form  of  more  satisfactory  terms,  lower 
prices,  or  better  credit. 

(2)  The  buyer  who  is  not  in  a  position  to  take  cash 
discounts  will  be  better  able  to  compete  with  the  cash 
buyer. 

(3)  The  trade  acceptance  showing  on  its  face  that  the 
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obligation  is  made  for  a  purchase  of  goods,  the  transac- 
tion establishes,  rather  than  reflects  oUj  the  acceptor's 
credit. 

(4)  By  giving  a  negotiable  evidence  of  indebtedness 
to  the  seller,  the  buyer  shows  his  good  faith;  and  by 
meeting  his  obligation,  improves  his  credit. 

(5)  The  fact  that  with  every  purchase  he  makes  a 
definite  promise  to  pay  on  a  certain  day,  will  train  him 
to  be  a  more  careful  and  more  intelligent  buyer — which 
means  better  profits. 

Q. — What  are  the  advantages  of  the  Trade  Accept- 
ance system  to  business  in  general? 

A. — The  general  adoption  of  the  system  will  inevi- 
tably mean  less  capital  tied  up  for  indeterminate  periods, 
both  on  the  books  of  the  manufacturer  and  wholesaler 
and  on  the  books  of  the  bank.  A  large  volume  of  work- 
ing capital  will  thus  be  released  for  additional  business 
requirements. 

In  short,  the  acceptance  system  is  a  plain  and  easy 
way  to  more  business  and  better  business  for  every  busi- 
ness man,  and  a  safeguard  against  those  panics  and 
times  of  stress  which  have  been  produced  in  the  past  so 
frequently  because  of  lack  of  self -liquidating  credits, 
thereby  crippling  and  curtailing  lesritimate  business. 

Q. — Why  is  the  Trade  Acceptance  system  not  already 
generally  adopted? 

A.  The  "open  book  account"  system  has  grown  up 
in  America  largely  through  the  forces  of  competition, 
each  manufacturer  or  wholesaler  vying  with  his  com- 
petitors in  extending  easy  terms  to  his  customers.  No 
other  commercially  important  country  conducts  its  busi- 
ness by  any  such  unsound  method;  but  the  fact  that  the 
open  book  account  is  so  thoroughly  established  in  the 
United  States  presents  the  greatest  obstacle,  reluctance 
to  change,  which  always  works  against  any  betterment 
of  existing  methods. 

Q. — 7^  the  Trade  Acceptance  system  growing  in 
favor? 

A. — Yes;  leaders  in  the  financial  and  business  world 
are  voicing  their  approval  of  the  system,  and  interest  in 
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it ;  many  have  begun  to  use  it,  and  its  general  adoption 
is  only  a  matter  of  education  and  time.  Business  men 
who  apply  the  system  in  their  dealings  now,  will  not 
only  greatly  improve  their  own  business,  but  will  per- 
form a  useful  service  for  the  benefit  of  credit  and  banking 
conditions  of  the  nation. 

Beginnings  of  the  Makket  in  New  York* 

The  acceptance  business  in  the  United  States  had  its 
actual  beginning  shortly  after  the  outbreak  of  the 
European  War.  At  that  time,  under  the  old  state 
banking  law,  the  Guaranty  Trust  Company  of  New 
York  was  the  only  institution  in  New  York  City  accept- 
ing sterling  drafts  payable  at  a  future  date.  When  the 
London  market  had  to  restrict  its  acceptances,  owing 
to  the  new  conditions  arising  from  the  war,  this  Com- 
pany immediately  began  using  dollar  letters  of  credit. 

The  difficulty  at  that  time  was  the  absence  of  a  mar- 
ket for  acceptances.  At  first,  when  bills  were  offered 
from  abroad,  drawn  under  the  Guaranty  Trust  Com- 
pany's letters  of  credit,  that  Company  itself  bid  for 
them.  Gradually  other  banks  began  bidding  and  this 
action  resulted  in  lowered  discount  rates.  Later,  rates 
dropped  still  further  until,  at  the  beginning  of  1915, 
the  ruling  rate  was  from  3  per  cent,  to  3I/2  per  cent. 
About  the  same  time  the  situation  began  to  clear  in  the 
American  money  market.  Bankers  and  brokers  were 
freely  bidding  for  acceptances,  thus  showing  that  a  dis- 
count market  was  near  at  hand  and  that  the  only  thing 
lacking  was  the  acceptances.  The  Guaranty  Trust 
Company  supplied  this  deficiency  Avith  its  own  accept- 
ances. The  market  soon  indicated  that  it  could  absorb 
more,  and  the  result  was  that  the  discount  rate  fell  to 
about  2I/2  per  cent.  A  number  of  brokers  who  saw  the 
possibilities  in  this  new  line  of  business,  advertised  all 
over  the  country,  recommending  the  purchase  of  accept- 
ances. This  was  a  great  help  to  the  development  of  the 
discount  market. 

*  From  a  pamphlet  issued  by  the  Guaranty  Trust  Company  of  New 
York. 
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Volume  of  Acceptances  of  Members  of  the  Federal 
Reserve  System 

Arranged    According     to     Amount    of 
Outstanding  Acceptances  May  1,  1917.*  Acceptances 

Name  of  Bank.  Outstanding. 

First  National,  Boston  $13,917,857 

National  Bank  of  Commerce,  New  York 11,980,146 

Old  Colony  Trust  Co.,  Boston 10,822,959 

National  City,  New  York 10,218,738 

National  Shawmut,  Boston   8,629,765 

Chase  National,  New  York 7,429,643 

American  Exchange  National,  New  York 7,267,534 

National  Park,  New  York 7,098,056 

Mechanics  &  Metals  National,  New  York 6,474,153 

First  National,  Chicago   5,128,347 

Philadelphia  National,  Philadelphia 4,821,825 

Bank  of  New  York  4,695,375 

Irving  National,  New  York  (in  portfolio  $2,711,176) 4,672,091 

Girard  National,  Philadelphia   4,230,040 

Continental  &  Commercial  National,  Chicago 4,063,425 

Bank  of  California,  San  Francisco 3,134,284 

Hanover  National,  New  York 2,650,000 

Merchants'    National,   Boston 2,444,264 

Merchants'-Mechanics'-First  National,  Baltimore  2,427,300 

Corn  Exchange  National,  Philadelphia 2,395,938 

Crocker  National,  San  Francisco 1,983,787 

Second  National,  Boston   2,231,030 

Whitney     Central     National,     New     Orleans      (in     portfolio 

$1,648,469)     2,251,359 

Fourth  Street  National,  Philadelphia 2,199,166 

Northwestern  National,  Minneapolis   1,931,502 

Broadway  Trust  Co.,  New  York  (in  portfolio  $383,494) 1,094,044 

Importers'    &    Traders'     National,    New    York     (in    portfolio 

$749,999)     1,049,999 

Merchants'  National,  New  York 1,016,477 

Citizens'  National,  New  York 998,609 

Murchison  National,  Wilmington,  N.  C 744,407 

Bank  of  Charleston  743,000 

Corn  Exchange,  New  York  (in  portfolio  $599,999) 612,823 

Tradesmen's  National,  Philadelphia 535,951 

Fourth-Atlantic  National,  Boston  500,000 

Corn  Exchange  National,  Chicago  489,809 

American  National,  Richmond   450,007 

First  National,  New  York 399,634 

Massasoit-Pocasset  National,  Fall  River  (in  portfolio  $359,251)  359,251 

First  National,  Philadelphia  (in  portfolio  $349,763) 349,763 

Franklin   National,    Philadelphia 330,728 

National  Bank  of  Commerce,  Baltimore 327,605 

Coal  &  Iron  National,  New  York 321,965 

Market  Street  National,  Philadelphia 275,492 

Blackstone   Canal   National,   Providence 259,999 

Battery  Park  National,  New  York 256,929 

Wells-Fargo  Nevada  National,  San  Francisco  239,166 

Chemical  National,  New  York   249,366 

Atlantic  National,  Jacksonville  200,000 

First  National,  San  Francisco  172,917 

*  From  the  New  York  Commercial,  June  18,  1917. 
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Scandinavian  American  National,  Minneapolis 170,000 

National  Bank  of  the  Republic,  Chicago 163,051 

Safety  Fund  National,  Fitchburg,  Mass 136,747 

Commercial  National,  New  Orleans 127,339 

East  River  National,  New  York 92,769 

National  State  Capitol,  Concord,  N.  H 65,786 

Atlantic  National,  New  York  64,916 

Fort  Dearborn  National,  Chicago 62,971 

First  National,  Perth  Amboy,  N.  J 50,000 

Union  Exchange  National,  New  York 48,000 

Seaboard  National,  New  York  City 43,648 

Market  &  Fulton  National,  New  York 35,122 

Use  of  Bank  Acceptances* 

Seventy  firms  located  in  eighteen  states  and  repre- 
senting forty  lines  of  business  have  used  the  trade  ac- 
ceptance during  the  past  year.  The  cotton  industry 
ranked  first  in  its  use ;  lumber  second,  and  in  all  proba- 
bility oil  ranked  third.  These  seventy  firms  report  that 
the  trade  acceptance  met  all  requirements  in  a  most 
satisfactory  way.  They  found  that  the  trade  accept- 
ance afforded  the  following  advantages  to  the  seller: 

Served  as  a  check  on  over-buying.  Prevented  the  taking  of  un- 
warranted discounts.  Simplified  their  bookkeeping.  Reduced  the 
expense  of  collection.  Made  prompt  payment  more  certain.  Elim- 
inated many  disputes.  Made  their  assets  liquid  and  more  easily 
convertible.  Made  possible  the  concentration  of  their  lines  with 
their  local  banks,  relieving  of  the  necessity  of  depending  upon  note 
brokers  (trade  acceptances  not  being  subject  to  the  ten  per  cent, 
restriction  except  as  to  the  paper  of  any  one  acceptor). 

The  banks  that  had  the  accounts  of  these  firms  bene- 
fited because: 

They  could  extend  accommodation  to  worthy  customers  beyond 
the  ten  per  cent,  limitation.  They  acquired  paper  eligible  for  redis- 
count at  special  rates  at  the  Federal  reserve  bank,  which  would 
therefore  serve  as  a  good  secondary  reserve.  They  were  enabled 
to  get  a  more  definite  line  upon  the  liquidity  of  their  customers' 
business. 

The  buyers  were  benefited  because: 

They  were  given  better  prices.  They  gained  better  credit  stand- 
ing with  the  sellers  and  with  banks.  They  were  checked  from 
over-buying.  They  were  privileged  to  pay  their  bills  at  their  own 
ofiice  or  bank.  Some  were  enabled  to  purchase  on  the  same  basis 
as  for  cash,  and  others  were  allowed  special  "acceptance  discounts." 

*  From  the  Jowmal  of  the  American  Bankers  Association,  April,  1917. 
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REPORT  OF  THE  CONDITION  OF 

THE  NATIONAL  CITY  BANK 
OF  NEW  YORK 

at  New  York,  In  the  State  of  New  York,  at  the  close 

of  business,  March  6.  1917. 

RESOURCES. 

Loans  and  Discounts $406,713,107  62 

Customers'  Liability  under  Letters  «I 
Credit 

Customers'  Liability  account  ot  "Accep- 
tances"  - 

Liability  of  Foreign  Banks  and  Bankers 
account  of  Acceptances  to  create 
Dollar  Exchange 

Overdrafts,  Secured  and  Unsecured 

U.  S.  Bonds  to  secure  Circulation 

tJ.  8.  Bonds  Loaned 

U.  8.  Bonds  on  hand 

Premium  on  U.  8.  Bonds 

Bonds,  Securities,  etc 49,687,659  30 

Securities  purchased  with  agreement  to 

77.792  50 


4.301.200  84 
8,435.776  38 


7.526  00 

6.018  69 

1,784,200  00 

2,760.500  00 

760,000  00 

6,472  39 


other   than   Federal   Reserve 

Bank  Stock 61,70126 

Stock  ot  Federal  Reserve  Bank 1 ,500.000  00 

Banking  House.  Furniture  and  Fixtures  5.000.000  00 

Due  from  Banks  and  Bankers 18.635.917  16 

Due  from  Foreign  Accounts 471 .966  47 

Due  from  Branches 22,608.217  84 

Exchanges  for  Clearing  House 35.429.227  83 

Checks  on  other  banks  in  this  city 1,525,578  33 

Country  checks,  other  Cash  Items  and 

Fractional  Currency 1 ,228 .064  32 

Notes  of  other  National  Banks 78.300  00 

Federal  Reserve  Notes _ 1 .002 .406  00 

Lawful  Reserve,  viz.: 

Specie  In  vault $56,263,252  99 

Legal-Tender  Notes  In 
vault 3.008,500  00 

Deposit  In  Federal  Re- 
serve Bank 39.915.968  62 


Gold  Bullion 

Redemption  Fund  and  due  from  U. 
Treasurer 


99,187,721  61 
1,193,381  66 


TotaL $662, 

LIABILITIES. 

Capital  Stock  paid  In.. $25, 

Set  aside  as  capital  for  Foreign  Branches      6 

Surplus  Fund 25, 

Undivided   profits,   less  expenses  and 

taxes  paid 16, 

Amount  reserved  for  taxes  accrued 

Amount  reserved  for  all  interest  accrued 

National  Bank  Notes  Outstanding 1, 

Due  to   Banks  and 

Bankers $264,684,518  60 

Dividends  Uppald 1,120  60 

Individual  deposits  sub- 
ject to  check 282,813,92(  65 

Demand  Certificates  of 

deposit 6,834,638  »8 

Certified  Checks 6,417,356  76 

Ca    shler's    Checks   Out- 
standing  6,035,945  63 

Time  Certificates  of  De- 
posit      4,352,927  47 

Time  Deposits.. 1,333,156  24 


000,000  00 
000.000  00 
000.000  00 

035.771  32 
171,353  28 
131,828  63 
782,200  00 


U.  8.  Bonds  Borrowed 

Bills  payable,  including  obligations. rep- 
resenting money  borrowed 

Letters  of  Credit  and  Travelers'  Checks 

Acceptances  executed  for  Customers.. 

Acceptances  executed  to  create  Dollar 
Exchange 

Other  LiablllUes 


,473,682  22 
,644,700  00 

44,637  64 
,513,756  43 
,435,775  38 


TotaL $662,588.942  98 


REPORT  OF  THE  KATIONAI.  CITY  BANK  OF  NEW  YORK  SHOWING  HOW  ACCEPTAKCM 
ARE    ACCOUNTED    FOR    IN    THE    STATEMENT 


COMMERCIAL  PAPER 


81 


< 


4 


\s  s 

-w 

to     ts.' 

^ 

1*--.  <^ 

?i 

1—  s 

•* 

M  ^    •" 

1^ 

f 

«A 

i;^ 

s 


•<si  1^  «.  O  OQ 
flO^  >n  O  00 

•  O  *^—  "O  CO 
oC  00  rsf  rl  jrT 

•P^  —  «*>  <SvO 

oqo  «>      oq 
f*.  — <n 


■31 


:i 


.J  pill  h^ 


88$ 
8?2 


i:: 


82  COMMERCIAL  PAPER 

The  Bookkeeping  of  the  Acceptance 

The  introduction  of  the  acceptance  has  necessitated  a 
new  scheme  of  bookkeeping  in  order  to  properly  ac- 
count for  the  liability  incurred  thereby.  Inasmuch  as 
the  equilibrium  of  the  bank  must  not  be  disturbed,  a 
debit  and  credit  must  be  opened  in  exactly  the  same 
amount. 

On  the  asset  or  debit  side  we  have  the  liability  of  the 
customer  to  the  hank,  the  same  as  in  any  other  obligation 
running  to  it,  and  an  account  is  set  up  in  whatever  term 
desired,  but  as  a  rule  designated  as  "Customers'  Liabil- 
ity on  Account  of  Acceptances."  This  may  be  repre- 
sented by  promissory  notes,  trust  receipts,  or  other  docu- 
ments, as  the  bank  may  elect.  Offsetting  this  we  have 
the  liability  of  the  bank  to  the  holder  of  the  acceptance, 
represented  by  the  acceptance  outstanding.  This  is 
usually  designated  "Acceptances  outstanding."  In  the 
two  forms  shown  this  will  be  clearly  seen  and  no  further 
comment  is  necessary. 

Note  to  second  edition  (1920):  Since  the  text  of  this  work  was  written 
in  1917,  the  use  of  the  acceptance  has  grown  by  leaps  and  bounds  until  it 
promises  to  supplant  the  open  account  in  business  transactions.  The  use 
of  the  acceptance  has  been  urged  by  banks,  chambers  of  commerce  and 
other  business  organizations,  such  as  credit  men's  associations,  and  has 
been  widely  adopted  in  all  parts  of  the  country.  Even  the  smaller  firms 
are  realizing  the  advantages  of  these  instruments  and  using  them  freely. 
The  mercantile  world  has  been  quick  to  grasp  the  fact  that,  instead  of 
carrying  their  customers  on  open  account,  they  could  obtain  an  instrument 
that  their  banks  would  discount;  and  the  banks  in  turn  could  rediscount 
at  the  Federal  Reserve  Bank.  Having  the  strength  of  two  names,  that 
of  the  maker  and  also  the  acceptor,  they  are  doubly  secured.  It  is 
no  idle  prophecy  to  predict  that  ultimately  the  book  account  wiU  be 
used  only  in  retailing,  and  the  great  bulk  of  merchandise  credits  wiU 
consist  of  trade  acceptances.  In£ismuch  as  they  are  usually  payable  at 
a  bank,  their  collection  is  facilitated  and  checking  is  made  easy.  The 
concerns  that  have  specialized  in  buying  accounts  receivable  are  now  turn- 
ing to  the  discount  of  acceptances  for  their  customers,  and  will  ultimately 
become  discount  institutions.  Altogether  the  trade  acceptance  is  working 
out  exactly   as   its    advocates   promised   it   would. 


TERMS  OF  BUSINESS 

The  terms  on  which  some  of  the  leading  lines  of  busi- 
ness are  conducted  are  herewith  given : 

Groceries 

All  our  goods  are  sold  on  30-day  basis^  except  in  special  cases, 
such  as  southern  hotels  or  summer  hotels,  where  we  sometimes  allow 
60  and  90  days.  Notes  are  never  taken  by  us,  except  in  those  in- 
stances where  the  customer  has  become  slow  and  it  is  then  more 
convenient  for  us  to  use  the  note  as  an  acknowledgment  of  the 
indebtedness  than  to  prove  the  claim  if  the  matter  should  reach 
litigation. 

ACKER,  MERRALL  &  CONDIT  CO. 

(One  of  the  largest  wholesale  grocery  houses  in  New  York.) 

The  terms  in  groceries  are  30  and  60  days  from  date  of  invoice, 
according' to  the  classification  of  goods,  with  the  exception  of  tea, 
which  in  full  cases  is  billed  on  four  months'  time.  The  discounts 
are  1  per  cent,  in  ten  days  on  30-day  goods,  2  per  cent,  for  60-day 
goods  and  4  per  cent,  on  the  four-months'  goods  if  paid  in  ten  days 
from  date  of  invoice. 

J.  H.  ALLEN  &  CO. 
(Wholesale  Grocers,  St.  Paul,  Minn.) 

Iron  Pipe,  Fittings,  Valves,  Etc. 

In  our  line  of  business  the  terms  of  sale  in  general  merchandising 
are  30  to  60  days  net,  although  in  a  few  instances,  as  is  the  case  in 
every  business,  these  lines  are  extended  to  three  and  four  months, 
without  interest,  because  the  class  of  people  with  whom  we  do  busi- 
ness refuse  to  pay  interest. 

Business  ujsed  to  be  done  very  largely  on  paper,  that  is,  notes 
covering  periods  of  time — three  to  four  months,  but  this  has  almost 
been  done  away  with  and  we  get  very  little  in  this  line  at  present. 

This  is  due  to  the  fact  that  we  have  cut  down  our  lines  of  credit 
to  such  an  extent  that  we  no  longer  have  people  on  our  books  who 
require  this  help.  Then,  again,  we  believe  that  the  weaker  members 
have  been  eliminated  and  others  educated  up  to  more  businesslike 
methods. 

One  difficulty  still  exists  in  this  and  the  hardware  lines,  and  that 
is  allowance  for  so-called  cash  payment.  Our  terms,  as  before  stated, 
are  30  to  60  days,  and  2  per  cent,  cash,  if  paid  ten  days  from  date 
of  invoice.  Where  a  customer,  however,  buys  steadily  during  the 
month,  so  that  it  is  difficult  for  him  to  pay  every  bill  on  the  terms 
above  stated,  he  is  permitted  to  pay  the  1st  and  16th  of  the  month 
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following  that  in  which  the  purchases  were  made,  or  pay  before  the 
6th  or  1 0th  of  the  month  following  that  in  which  the  goods  were 
bought,  and  deduct  the  cash  discount. 

We  all  know  that  this  is  practically  deducting  2  per  cent  for  30- 
day  payment,  but  the  custom  has  obtained  and  it  is  one  of  those 
difficult  things  to  change,  and  we  doubt  if  it  will  be  changed  as  long 
as  the  keen  competition  for  business  exists  as  it  does  to-day. 

Notwithstanding  the  fact  that  we  have  to  allow  this  cash  dis- 
count, which  is  equivalent  to  four  months'  time  figured  on  the  basis 
of  legal  interest,  manufacturers,  as  a  whole,  demand  and  insist  on 
collecting  their  accounts  within  sixty  days. 

JOHN  SIMMONS  CO. 
(One  of  the  largest  houses  in  New  York.) 

Brass  and  Iron  Valves  and  Fittings 

In  our  trade  the  terms  of  sales  are  from  30  to  60  days  net,  unless 
otherwise  agreed  and  upon  special  arrangement. 

In  some  cases  2  per  cent,  for  cash  is  allowed  if  the  statement  ren- 
dered for  the  purchases  of  the  preceding  month  is  paid  on  the  10th 
of  the  following  month.  To  be  more  exact,  purchases  made  by  a 
customer  during  the  month  of  May  and  paid  for  on  the  10th  of 
June,  a  discount  of  2  per  cent,  would  be  allowed,  but  only  on  a 
mutual  understanding. 

In  writing  the  terms  as  above  to  the  writer  it  would  read  as 
follows:    "2%  lOthmo.  fol." 

Interest  is  charged  by  many  houses  after  sixty  days.  We  are 
not  always  successful  in  collecting  it,  and  in  order  to  avoid  a  dis- 
pute or  lose  a  customer,  it  is  in  many  cases  cancelled. 

Under  no  circumstances  will  the  trade  allow  the  post-dating  of 
invoices.    It  will  not  be  tolerated  for  one  moment. 

WALWORTH  MANUFACTURING  CO. 

(Boston,  Mass.) 

Shoes 

Made  to  order  shoes,  4  per  cent  30  days,  net  60  days. 

On  merchandise  shipped  from  manufactured  stock — styles  carried 
ready  for  shipment,  1  per  cent.  30  days,  net  60  days. 

The  firm  states  in  explanation  of  this  difference  that  they  carry 
an  investment  in  stock  shoes  averaging  $200,000  at  all  times,  and 
the  working  interest  on  this  amount  of  money,  together  with  the  great 
convenience  and  accommodation  their  customers  receive  through 
their  ability  to  secure  immediate  shipment  of  fifty  to  sixty  styles 
from  stock,  more  than  offsets  the  difference  in  the  discount. 

UTZ  &  DUNN  CO. 
(Large  shoe  manufacturers,  Rochester,  N.  Y.) 
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Wholesale  Millinery 

Millinery  jobbing  houses  in  the  middle  west,  that  is  from  and 
including  Louisville,  Cincinnati  and  Chicago  on  the  east  to  Denver 
on  the  west,  Dallas  on  the  south  and  this  market  on  the  north,  are 
very  well  organized  and  sell  goods  on  the  following  terms,  which 
are  strictly  adhered  to: 

"On  goods  shipped  prior  to  February  15  and  prior  to  August  15, 
the  maximum  dating  shall  be  April  15  in  the  spring  and  October  15 
in  the  fall,  6  per  cent,  discount  10  days  after  those  dates.  On  goods 
shipped  after  February  15  and  August  15,  6  per  cent.  10  days." 

This  is  a  two-season  business,  and  we  ship  the  millinery  trade 
staple  goods  early  in  January  and  early  in  July  for  their  respective 
seasons. 

Millinery  jobbing  and  manufacturing  business  in  the  east  has 
been  struggling  for  years  to  organize  as  the  houses  in  the  west  have 
done,  and  are  making  some  headway  in  that  direction.  The  business 
in  the  east,  among  the  small  manufacturers  especially,  is  in  a  much 
weaker  condition  as  far  as  the  terms  on  which  they  sell  their  goods 
depend.  STRONGE  &  WARNER  CO. 

(Wholesale  Millinery,  St.  Paul,  Minn.) 

Wholesale  Dry  Goods 

Two  per  cent.  10  days,  1  per  cent.  SO  days,  net  60  days. 
Above  are  the  terms  on  which  all  merchandise  is  sold,  in  addition 
to  which  we  allow  60  days  extra  dating  to  customers  who  are  in  good 
financial  standing.  To  persons  who  are  not  entitled  to  credit  we 
allow  an  extra  1  per  cent,  for  cash  in  10  days  in  lieu  of  the  dating 
privilege,  making  the  shortest  terms  3  per  cent.  10  days. 

BYRNE  &  HAMMER  DRY  GOODS  CO. 
(Omaha,  Neb.) 

Our  general  terms  are  60  days.  We  give  a  dating  of  April  1  in 
spring  and  October  1  in  fall. 

MARSHALL  FIELD  &  CO. 

(Chicago.) 

Wholesale  Lumber 

The  terms  on  lumber  shipments,  as  a  general  proposition,  are 
as  follows: 

"Freight  net  cash.   Balance  2  per  cent,  for  cash  10  days 
after  arrival  and  unloading  of  car.     Sixty  days  acceptance 
from  date  of  invoice." 
In   a  great  many  cases   we   sell   lumber   and   accept   a  90-day 
note  from  date  of  invoice.  The  terms  of  deducting  2  per  cent,  for 
cash   within   10   days   after  the  arrival  and  unloading  of  car  are 
practically   accepted  by  the  lumber  people  all  over  the   country. 
We,  like  everyone  else  in  the  lumber  business,  make  special  terms 
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from  time  to  time,  but  as  a  general  propositioxi  most  of  the  com- 
mercial paper  in  this  business  is  handled  oi>  ^  basis  of  60  and 
90  days.  Yours  truly, 

THE  MOWBRAY  &  ROBINSON  CO. 
(Cincinnati,  Ohio.) 

Wholesale  Hardware 

Our  sale  terms  are  60  days  net,  or  2  per  cent,  for  cash  in  10  days. 
This  custom  is  pretty  well  established  here. 

We  also  grant  the  privilege  to  customers  who  buy  continuously 
through  the  month  of  assembling  the  bills  of  one  month  for  settle- 
ment by  the  10th  of  the  month  following,  less  2  per  cent.  This  is 
the  custom  that  has  grown  up  in  large  centers,  and  the  10th  of  the 
month  is  known  as  settlement  day.  Our  regular  terms,  however, 
are  as  stated  above. 

SEATTLE  HARDWARE  CO. 
(Seattle,  Wash.) 


TABLE  SHOWING  PERCENTAGE  OF  CASH  IN  VARIOUS 
CREDIT  STATEMENTS 

Quick 
Busmess  Lrocation  Liabilities 

Wholesale  Nebraska $724,000 

Dry  Goods  California    740,500 

California 423,600 

Arkansas    476.000 

Maryland 1,391,900 

Kentucky 879,700 

Missouri 179,800 

Indiana    276,500 

Missouri 1,068,900 

Nebraska 1,330,700 

Texas 804,200 

Maryland 920,600 

Missouri 191,000 

Utah 434,500 

Wholesale  Connecticut   357,100 

Grocers  Iowa 320,900 

Iowa 192,400 

Arkansas 190,500 

Georgia 141,000 

Minnesota    562,500 

Minnesota    913,600 

Nebraska 672,500 

Nebraska 64,400 

Indiana 158,0<K) 


Percentage 

Cash  in 

to 

Banks 

Liabilities 

$40,000 

5.6 

157,300 

21.3 

43,200 

10.2 

48,000 

9.1 

171,500 

12.8 

74,400 

8.6 

32,200 

17.9 

144,200 

52.1 

249,900 

23.4 

170,000 

12.8 

86,700 

10.8 

171,400 

18.6 

32,200 

16.9 

21,500 

4.9 

66,900 

18.9 

7,100 

2.2 

9,600 

4.9 

29,000 

15.2 

20,900 

14.8 

88,400 

6.8 

81,400 

8.9 

106,500 

15.9 

82,000 

34.1 

9»5U 

2.6 
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Business 

Department 
Store 


Boots  and 
Shoes 


Millinery 
Hardware 


Clothing 

Plumbers' 
Supplies 


Automobile 

Tires 

Pianos 

Silverware 

Brick  Co. 

Chair  Mfg. 

Lumber 


Stoves 
Roofing 


Quick 
Locatioii  Liabilities 

Georgia    326,300 

New  York 458,500 

Nebraska 544,000 

Ohio 224,000 

Michigan    213,700 

Texas 7,500 

Texas 268,000 

Pennsylvania  ....  73,200 

New  York 29,200 

Nebraska 206,100 

New  York 901,800 

Missouri 843,800 

Missouri 8,687,600 

Missouri 212,500 

Pennsylvania 347,000 

New  York 854,400 

Minnesota 261,900 

New  York 184,600 

Washington 825,000 

Washington 88,100 

Iowa 166,900 

Missouri 252,400 

Utah 368,200 

Texas 51,000 

Kentucky 677,000 

Utah    262,600 

Washington 88,100 

New  York 384,700 

Texas 30,700 

Chicago    834,100 

Missouri 242,700 

Massachusetts   . .  .  684,000 

New  York 368,000 

Ohio   139,200 

Ohio 1,944,600 

New  York 1,664,300 

Canada 842,600 

Missouri 316,800 

Massachusetts    .  .  .  44,100 

Tennessee    660,000 

Ohio 642,100 

Texas 298,300 

Mijsouri Jl«a.600 


Percentage 

Cash  in 

to 

Banks 

Liabilities 

75.000 

23. 

38,300 

8.8 

57,600 

10.6 

26,000 

11.1 

147,300 

69.4 

290,900 

88.7* 

40,800 

16.2 

3,800 

6.1 

3,200 

10.9 

31,100 

15. 

679,200 

76.8 

86,700 

10.6 

482,400 

12.06 

79,400 

87.8 

52,200 

16. 

160,500 

46.8 

54,500 

21.6 

98,000 

58.1 

38,300 

10.8 

15,700 

17.9 

6,600 

8,6 

6,900 

2.7 

4,000 

1.08 

529,000 

10.4 

186,000 

20. 

4,100 

1.5 

15,700 

17.8 

127,400 

88.1 

6,600 

2.1 

49,700 

6.9 

16,700 

6.9 

67,900 

8.4 

48,300 

13.2 

6,200 

3.7 

,766,300 

90.8 

293,300 

17.7 

181,200 

21.5 

73,400 

28.2 

13,100 

29.7 

28,676 

4.8 

17,000 

8.1 

76,600 

26.1 

887,000 


91.« 
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Business 

Men's 

Furnishings 
Straw  Hats 
Notions 
Cotton  Oil 


Cigars 
Furniture 

Oil  Cloths, 

Rugs 

Musical 

Instruments 
Drugs 


Quids: 
Location  Liabilities 

California    367,900 

Missouri 229,400 

New  York 18,500 

New  York 77,800 

Texas 13,500 

Texas 20,000 

Tennessee    32,800 

Pennsylvania 221,000 

Texas 95,000 

New  York  City.  .  159,000 

Missouri 122,300 

Ohio 1,090,600 

Colorado 145,000 

Pennsylvania  ....     115,000 

California    438,900 

Kansas 104,900 


Percentage 
Cash  in             to 
Banks     LiabiHties 

20,300 

63,100 

117,000 

5,6 
27.4 
6.3* 

6,200 
97,400 

7.9 

7.2* 

283 

1.4 

303,600 

9.3 

43,300 
6,300 

19.6 
5.5 

26,800 

16. 

81,100 

66.8 

125,300 
6,000 

11.6 
3.4 

10,400 
8,400 
4,500 

9. 

1.9 

4.8 

*Ratio  reversed. 
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STATEMENT  A 

THE  JOHN  DOE  SUPPLY  CO.,  CHICAGO 

Water,  Gas,  Steam  and  Plumbers*  Supplies 

July  1,  1917 

Assets 

Inventory,  July  1,  1917 $276,619.16 

Bills  Receivable   32,919.47 

Accounts   Receivable    196,613.14 

Cash 16,786.38 

$622,837.10 

Furniture  and  Fixtures 10,622.09 

$633,469.19 
Liabilities 

Bills  Payable $240,000.00 

Accounts   Payable    2,714.02 

$242,714.02 

Balance   290,746.17 

$633,469.19 

(Signed)     JOHN  DOE  SUPPLY  CO., 

By  A.  B.  C,  Manager 

Bank  Accounts  j  ^^"^  National  Bank,  New  York  City 
(  First  National  Bank,  Chicago 
[a  credit  statement  in  the  simplest  form  possible] 
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ANALYSIS  OF  STATEMENT  A 

The  statement  of  the  John  Doe  Co.  is  in  as  simple  form  as  is 
possible  in  credit  statements  and  contains  no  unusual  items.  In 
fact,  it  has  only  the  standard  items  found  in  all  credit  statements. 

Our  attention  is  first  directed  to  the  fact  that  the  firm  is  a 
plumbing  supply  house  in  Chicago,  and  serves  the  Middle  West. 
It  is  subject  to  those  influences  that  affect  building  operations,  but 
is  not  dealing  in  luxuries  or  articles  subject  to  fads. 

The  date  of  the  statement  and  inventory  is  recent,  but  no  basis 
is  named  for  the  appraisal  figures,  and  such  information  would 
assist  materially;  but  inasmuch  as  all  such  articles  are  rising  in 
price  at  present,  we  know  that  the  value  of  the  stock  is  increasing. 
Most  of  a  plumbing  stock  is  staple  and  does  not  deteriorate.  It 
has  a  value  even  as  junk. 

The  bills  receivable  are  not  large  and  should  not  be,  for  notes 
are  not  taken  in  plumbing  supply  operations,  the  standard  form  of 
credit  being  open-book  account. 

The  accounts  receivable  are  the  main  asset,  next  to  merchan- 
dise, and  this  is  as  it  should  be.  The  cash  would  seem  to  be  ample. 
The  furniture  and  fixtures  are  not  a  heavy  item  and  are  passed 
without  comment.  They  might  well  be  eliminated  from  considera- 
tion altogether. 

The  total  assets  are  over  half  a  million  and  this  brings  the 
paper  within  the  favored  class  of  the  big  houses. 

It  is  not  an  audited  statement,  and  reliance  must  be  placed 
entirely  on  the  firm's  own  integrity. 

The  ratio  is  2.16  to  1,  and  sufficient  for  this  line. 
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STATEMENT  B 

X.  X.  Y.  CO.,  INDIANA 

Wholesale  Dry  Goods 

June  30,  1917 

Assets 

Cash    $144,186.81 

Accounts  Receivable $261,497.99 

Bills  Receivable   89,511.82 

291,009.31 

Merchandise 876,189.68 

$811,386.30 

Buildings  and  Equipment 94,000.00 


Liabilities 

Bills  Payable   $200,000.00 

Accounts  Payable 76,670.84 

Capital $600,000.00 

Surplus    128,814.46 


$906,886.80 

$276,670.84 

628,814.46 
$906,886.80 


(Signed)     X.  X.  Y.  CO., 

H.  A.  B.,  Treasurer 

r  Hanover  National  Bank,  New  York  City 
I  National  Park  Bank,  New  York  City 

First  National  Bank,  Indiana 
L  Citizens  National  Bank,  Indiana 

[dry  goods  statement  with  real  estate  and  capital] 
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ANALYSIS  OF  STATEMENT  B 

An  analysis  of  this  statement  shows  the  following  facts: 

The  date,  recent. 

The  line,  dry  goods,  a  staple  commodity  and  in  constant  de- 
mand. 

The  place,  Indiana,  and,  therefore,  subject  to  the  crop  condi- 
tions of  the  Middle  West. 

It  is  an  imaudited  statement,  and  reliance  must,  therefore,  be 
placed  entirely  upon  the  firm's  own  figures. 

It  has  bank  references,  as  all  statements  should. 

The  ratio  of  quick  assets  to  quick  liabilities  is  2.9  to  1,  and  is 
quite  satisfactory. 

The  bills  receivable  open  the  question  as  to  what  they  repre- 
sent, and  if  the  margin  of  safety  were  closer  we  might  inquire  of 
what  they  consist.  Dry  goods  are  generally  sold  on  book  credit, 
and  notes,  if  taken,  are  often  for  slow  and  doubtful  accounts. 

The  cash  on  hand  is  ample,  and  nearly  twice  as  much  as  the 
accoimts  payable,  an  indication  of  strength. 

The  capital  is  over  half  the  total  assets  and  ample  for  a  busi- 
ness of  this  size.  The  proprietors  have  contributed  twice  as  much 
as  the  creditors  to  the  working  funds  of  the  company. 

The  real  estate  is  not  a  large  item  and  may  be  passed  without 
comment  and  regarded  as  supplementary,  to  the  other  assets. 

The  surplus  has  probably  been  earned,  and  is  one-quarter  of 
the  capital  stock. 

The  bills  payable  are  in  a  round  sum  and  we  may  conclude 
the  firm  has  issued  but  one  form  of  paper — the  single-name,  as  it 
properly  should. 

It  is  a  healthy  statement;  but  having  no  sales  or  yearly 
profits,  we  cannot  make  other  deductions  than  as  above. 
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STATEMENT  C 

THE  JOHN  DOE  CO.,  NEW  YORK 

Manufacturers   op   Woolens 

June  1,  1917 

Assets 

Inventories  of  Stock $593,936.47 

Cash  on  Hand  and  in  Banks 44,819.48 

Notes  Receivable   176.00 

Accounts  Receivable    $260,746.11 

Less  Accrued  Discounts 8,061.74 

242,693.87 

Total  Quick  Assets   $881,624.32 

Real  Estate,  Buildings  and  Machinery. $669,829.61 

Less  Reserve  for  Depreciation 216,346.97 

344,483.64 

$1,226,107.96 
Liabilities 

Notes  Payable    $396,000.00 

Accounts  Payable $38,397.80 

Accrued  Pay  Roll 4,331.26 

42,729.06 

Floating    Debts    $437,729.06 

Surplus  Account 638,378.91 

Capital  Stock 160,000.00 

$1,226,107.96 

(Signed)     THE  JOHN  DOE  CO., 

X.  Y.  Z.,  Treasurer 

_  .  ( Merchants  National  Bank,  New  York  City 

(  Chemical  National  Bank,  New  York  City 

Above  figures  prepared  by  A.,  B.  &  C,  Certified  Public  Accountants 
[manufacturing  company's  statement,  certified] 
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ANALYSIS  OF  STATEMENT  C 

In  any  factory  statement  we  would  expect  a  considerable  in- 
vestment in  buildings  and  machinery  and  such  proves  to  be  the 
case  in  this  one. 

We  find  the  notes  receivable  nominal,  and  properly  so,  for 
the  firm  sells  on  book  credit  and  should  not  take  notes  in  pay- 
ment. It  is  to  be  congratulated  on  the  absence  of  such  items  in 
its  statement. 

The  accounts  receivable  are  depreciated  by  the  discounts  that 
will  be  deducted,  thus  giving  them  the  net  cash  value,  assuming  all 
are  good. 

We  further  notice  that  it  has  a  large  depreciation  account, 
and  this  is  a  sign  of  health  and  good  management,  for  machinery 
wears  out  constantly  and  real  estate  depreciates,  as  a  general  rule. 

The  accounts  payable  are  small  for  a  million-dollar  concern, 
and  it  has  treated  its  payroll  as  an  accrued  liability. 

The  surplus  is  large  and  the  capital  relatively  small,  indicating 
that  it  has  built  up  its  surplus  from  profits,  and  can  pay  large 
dividends  to  its  stockholders,  making  the  stock  valuable. 

The  ratio  is  a  trifle  over  2  to  1,  the  statement  signed  and 
audited,  and  the  paper  may  safely  be  bought. 
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STATEMENT  D 


JONES  &  CO.,  NEW  YORK 

Department  Store 

August  1,  1917 

Assets 

Cash  on  Hand  and  in  Banks $38,317.63 

Merchandise    473,858.61 

Accounts   Receivable    358,926.07 

Bills  Receivable   63,922.67 

Equity  in  Life  and  Fire  Insurance. . . .  18,614.22 


Equity  in  Store  Property,  Fixtures  and 

Equipment    $702,696.63 

Real  Estate   14,228.83 

Delivery  Equipment    7,912.64 

Treasury  Stock   70,000.00 


Liabilities 

Creditors   $143,780.16 

Bills  Payable   314,800.00 


Capital  Stock: 

Authorized    $1,000,000.00 

Unissued 11,900.00 

Issued $988,100.00 

Surplus  and  Undivided  Profits 236,122.65 

Reserves  for  Depreciation  on  Fixtures, 
and  Possible  Loss  on  Accounts  Re- 
cSvable    61,005.97 

Reserve  for  Taxes  and  Interest 14,717.53 


$953,638.10 


794,838.10 
$1,748,476.20 


$468,630.16 


1,289,946.06 
$1,748,476.20 


(Signed)     JONES  &  CO. 

V.  A.  Jones,  President 

Certified:     The  Chartered  Accountants  Co. 

(First  National  Bank,  New  York 
Bank  Accounts   j  citizens  Trust  Co.,  New  York 

[simple  department  store  statement] 
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ANALYSIS  OF  STATEMENT  D 

From  our  knowledge  of  the  department  store  business  we 
would  expect  certain  features  to  be  in  evidence  in  a  good  statement 
of  such  a  concern^  namely,  a  large  amount  of  cash,  merchandise 
predominating,  few  or  no  receivables,  and  real  estate  and  fixture! 
in  considerable  amount.  We  would  expect  the  firm  to  have  a  large 
amount  on  its  books,  since  it  does  a  charge  business,  and  likewise 
owe  a  considerable  sum  for  merchandise.  Let  us  see  how  these 
expectations  are  met. 

Not  having  the  volume  of  sales,  we  cannot  comment  upon  the 
amount  of  cash,  the  turnover  or  the  business  methods. 

The  merchandise  is  equal  to  half  the  quick  assets  and  one- 
quarter  the  total  assets.  The  method  of  valuation  cannot  be  deter- 
mined without  advice  from  the  accounting  firm.  In  some  state- 
ments this  is  volimtarily  furnished.  (See  methods  of  merchandise 
valuation,  page  26). 

The  accounts  receivable  are  about  one-third  the  net  quick 
assets,  but  without  the  volume  of  sales  we  cannot  determine  as  to 
the  collection  methods,  which  would  be  possible  if  the  volume  of 
sales  was  known. 

Bills  receivable  should  not  be  in  evidence  in  a  department  store 
statement,  for  it  sells  for  cash  only,  or  on  book  credit.  We  would 
want  information  as  to  character  of  this  item» 

The  equity  in  life  insurance  is  probably  the  cash  value  of  a 
policy  running  to  the  firm  and  issued  on  the  life  of  one  of  the 
members. 

The  only  equity  there  can  be  in  fire  insurance  is  unearned  pre- 
miums and  should  be  so  stated. 

The  real  estate  equities  are  large,  being  nearly  one-half  the 
total  assets.  We  cannot,  without  inquiry,  determine  the  conserva- 
tism used  in  this  item. 

The  delivery  equipment  is  not  large,  but  would  have  been  bet- 
ter held  at  cost,  less  depreciation,  thus  showing  prima  facie  that 
this  is  the  depreciated  value. 

The  firm  has  listed  the  entire  capital  stock  as  a  liability  and 
holds  as  an  asset  the  imissued  remainder,  an  allowable  accounting 
method. 

It  owes  various  creditors  $143,700,  and  on  single-name  paper 
(a  conclusion  due  to  the  even  figures)  $314,800,  a  total  of  $458,- 
600,  or  less  than  one-half  the  net  quick  assets. 

It  is  capitalized  at  a  million,  all  but  $11,900  issued,  has  sur- 
plus and  undivided  profits  of  $236,000,  has  set  up  a  reserve  for 
depreciation  on  fixtures  and  loss  on  receivables,  and  holds  a  reserve 
for  taxes,  altogether  making  a  satisfactory  showing. 

The  date  is  recent.     It  is  certified.     The  ratio  is  satisfactory. 
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STATEMENT  E 

v.,  B.  &  G.  CO.,  MICHIGAN 

Department  Store 

August  1,  1917 

Assets 

Aug.  1;  1916  Aug.  1,  1917 

Merchandise     $913,534.11  $947,627.80 

Outstanding   Accounts    329,770.66  314,130.66 

Cash  and  in  Banks 78,134.74  108,166.51 

Quick  Assets    $1,321,439.51  $1,369,923.97 

Store  Fixtures   224,343.22  206,037.28 

Underwriters    6,256.63  6,961.92 

Fixed  Assets    $230,599.76  $212,989.20 

Total     $1,552,039.26  $1,682,913.17 

Liabilities 

Capital  Stock  paid  in $1,000,000.00  $1,000,000.00 

Due  Stockholders    1 181,639.19  233,093.03 

Doubtful  Account  Fund 8,833.81  2,627.44 

$1,190,473.00  $1,236,720.47 

Bills    Payable    300,000.00  266,000.00 

Accounts  Payable  (not  due) 48,102.53  54,434.22 

Savings  Account   13,463.73  27,768.48 

Total  Debts $361,566.26  $347,192.70 

Total  Liabilities    $1,552,039.26  $1,582,913.17 

Sales,  1916   $4,422,004.00 

Net  Profits,  1916 256,000.00 


References     ] 


(Signed)     v.,  B.  &  G.  CO. 
Detroit  National  Bank,  Detroit 


A.  B.  C.  National  Bank,  Detroit 
Notes  Payable  at  National  Blank  Bank,  New  York 

[a    comparative    statement   with    sales] 
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ANALYSIS  OF  STATEMENT  E 

Here  we  have  a  comparative  statement  by  which  we  may  test 
the  progress  of  the  firm.  We  note  that  the  ratio  of  quick  assets 
to  quick  liabilities  is  higher  in  1917  than  in  1916,  a  good  omen. 
Second,  that  merchandise  has  increased  $34,000,  while  outstanding 
accounts  are  decreased  by  $15,000,  indicating  better  collection 
methods  or  more  sales  for  cash.  The  cash  on  hand  is  greater  by 
$30,000.     Store  fixtures  are  scaled  down  by  about  9  per  cent, 

On  the  liability  side  we  note  that  the  bills   payable  item  is 

,000  less,  the  accounts  payable  a  trifle  larger,  «ind  an  increased 
liability  in  savings  accounts,  representing,  doubtless,  deposits  of 
the  employees.     The  doubtful  account  item  is  diminishing. 

The  sales  are  about  $370,000  a  month,  and  the  outstanding  ac- 
counts represent,  therefore,  less  than  one  month's  sales,  while  the 
merchandise  is  sufficient  for  three  months'  sales,  allowing  a  turn- 
over of  four  times  a  year. 

The  net  profits  have  evidently  been  withdrawn,  as  the  assets 
have  increased  but  $30,000,  after  a  year's  operations,  resulting  in 
a  profit  of  $256,000. 

The  ratio  of  quick  assets  to  quick  liabilities  is  3.9  to  1^  a  very 
satisfactory  condition. 

It  is,  however,  an  unaudited  statement. 


100  COMMERCIAL  PAPER 

STATEMENT  F 


THE  COMMERCIAL  DRY  GOODS  CO.,  TEXAS 
January  1,  1917 

Assets 

Inventory  of  Merchandise  and  Supplies $263,444!.69 

Accounts  Receivable — Customers 223,367.17 

Accounts    Receivable — Miscellaneous 6,802.49 

Notes  Receivable    11,238.83 

Cash  on  Hand  and  in  Bank 21,864.54 


Mfg.  Equipment,  Furniture  and  Fixtures  $8,321.20 
Outside  Real  Estate,  less  Mortgages...     6,439.91 

Blank  Building  Co.  Stock 24,000.00 

Surrender  Value  of  Life  Ins.  Policies*.  .  1,720.80 
Hotel  Building  Assn.  Stock  Subscription  400.00 
Prepaid  Interest,  Insurance,  etc 3,850.60 


$626,717.12 


Total $670,449.58 

Liabilities 

Notes  Payable    . $175,500.00 

Accounts   Payable    3,917.02 

Dividend  on  Capital  Stock  paid  January,  1916...  6,000.00 

Accrued  Taxes   626.00 


Capital  Stock   $300,000.00 

Surplus  Jan.   1,   1916 $62,303.98 

Net     Income     for     year     to 

Dec  81,  1916 62,102.63 


$186,043.02 


$114,406.51 
Less  Dividends  of  10%  dv,- 

clared   ($24,000.00  paid)     30,000.00 


84,406.51 


384,406.61 


Total    $670,449.58 

Net  Sales,  1916 $1,068,186.00 

Above  audited  and  certified  correct  by  Marwick,  Mitchell, 
Peat  &  Co.,  Chartered  Accountants. 

*Note:    The  life  of  Mr.  John  Blank,  President,  is  insured  in  favor  of 
the  Company  for  $20,000.00. 

[wholesale    dry    goods    statement] 
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ANALYSIS  OF  STATEMENT  F 

Here  we  have  a  wholesale  dry  goods  concern  in  Texas.  It  has 
divided  its  receivables  into  two  groups,  "Customers"  and  "Miscel- 
laneous." If  the  latter  item  were  larger  we  might  inquire  into  the 
distinction.  It  has  but  few  notes  taken  in  payment,  and  properly 
so,  for  dry  goods  are  not  sold  on  promissory  notes,  although  in 
some  lines  old  customers  prefer  to  pay  in  this  manner. 

The  plant,  furniture  and  fixtures  is  not  a  large  item,  for  in  a 
wholesale  house  the  fixtures  need  not  be  as  ornate  or  as  costly  as 
in  retailing.  It  has  an  outside  real  estate  interest  and  stock  in  a 
building  company  and  we  might  inquire  as  to  the  nature  of  this 
alliance.  The  company  has  a  policy  of  $20,000  on  the  life  of  its 
president,  and  holds  it  at  its  surrender  value — a  proper  method. 
It  has  gone  into  a  hotel  association,  but  not  heavily,  probably  taking 
stock  in  payment  for  furnishings  supplied. 

The  liabilities  are  chiefly  in  commercial  paper,  the  accounts 
payable  being  small,  probably  only  those  in  process  of  audit. 

It  holds  the  accruing  dividend  as  a  liability  and  accrued  taxes 
likewise. 

The  profits  for  1916  were  over  20  per  cent.,  out  of  which  it 
paid  a  dividend  of  10  per  cent,  on  the  stock. 

The  ratio  in  this  statement  is  2.8  to  1  and  satisfactory.  The 
net  sales  are  over  $1,000,000,  which  includes  the  profit.  Assum- 
ing the  profit  at  80  per  cent.,  the  cost  of  the  merchandise  gone  out 
of  stock  is  $821,000.  Dividing  this  by  the  inventory  we  find  they 
have  turned  over  stock  about  three  times  during  the  year. 

The  monthly  sales  are  about  $89,000,  and  it  has  on  its  books 
less  than  three  months'  sales.  Forty-five  days'  sales  would  be  bet- 
ter.    It  is  a  satisfactory  statement. 
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STATEMENT  G 


A.,  B.  &  C,  CONNECTICUT 

Wholesale  Grocers 

June  80,  1917 

Assets 

July  1,  1916  July  1,  1917 

Merchandise    $861,096.60  $890,728.69 

Accounts  Receivable   846,085.96  888,718.64 

Bills  Receivable   11,146.41  18,296.71 

Cash    69,964.40  66,977.66 


Quick  Assets    $777,248.27        $859,721.60 

Real  Eatate   149,000.00  141,660.00 

Auto  Trucks    9,487.60  4,860.00 


Fixed  Assets    $158,487.60  $145,900.00 

Total  Assets    $985,680.77  $1,006,621.60 

Liabilities 

Bills    Payable    $802,860.00  $842,860.00 

Accounts  Payable    26,585.97  14,884.67 


Quick   Debts    $829,886.97  $857,184.67 

Mortgage    76,000.00  76,000.00 

Reserve  for  Taxes   6,888.16  6,729.28 

Net  Worth 624,906.64  666,707.70 


Total  Debts   $986,680.77     $1,006,621.60 

Sales 1916-16 $8,267,088.68 

Net  Profits "        69,026.60 

Insurance    "        90% 

(Signed)     A.,  B.  &  C. 

Blank  National  Bank,  New  Britain,  Conn. 
Blank  National  Bank,  New  Haven,  Conn. 
Blank  National  Bank,  Bridgeport,  Conn. 
Blank  National  Bank,  Meriden,  Conn. 


References  - 


[wholesale  grocery  statement,  "ninety  per  cent,  insurance"] 
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ANALYSIS  OF  STATEMENT  G 

Here  we  have  a  comparative  statement  showing  quick  assets  of 
about  2.4  to  1.  The  merchandise  has  increased  $29,000,  the  ac- 
counts receivable  $48,000,  bills  receivable  $2,000,  and  cash  $7,000. 
Real  estate  has  been  scaled  $8,000,  a  proper  deduction,  and  the 
auto  trucks  scaled  one-half,  also  proper  accounting  procedure. 

The  bills  payable  show  a  gain  of  $40,000,  and  the  accounts 
payable  are  $12,000  less,  indicating  that  they  have  borrowed  money 
on  single-name  paper  to  take  the  cash  discounts.  The  net  worti 
of  the  firm  has  increased  $42,000  out  of  net  profits  of  $69,000, 
showing  that  the  firm  has  not  taken  all  the  profits  for  the  proprie- 
tors. 

The  sales  are  about  $260,000  a  month.  The  accounts  receiv- 
able (allowing  80  per  cent  profit)  show  about  six  weeks'  sales 
on  the  books,  while  the  merchandise  is  equivalent  to  about  six 
weeks'  sales,  showing  a  quick  turnover,  which  is  proper  in  the 
grocery  line. 

We  notice  the  item  of  insurance,  90  per  cent.  This  brings 
about  an  inquiry  as  to  the  amount  of  insurance  which  is  proper  to 
carry. 

By  the  80  per  cent,  rule  which  is  widely  in  force  in  insurance 
cirtles,  property  must  be  insured  for  at  least  80  per  cent,  of  its 
value,  or  the  assured  becomes  a  co-insurer  for  any  deficiency  in 
case  of  loss.  This  80  per  cent,  rule  is  not  generally  understood. 
Briefly  stated,  it  is  as  follows:  If  the  insured  does  not  carry 
insurance  to  the  amount  of  80  per  cent,  of  the  value  of  the  prop- 
erty, in  case  of  damage  he  can  only  claim  such  proportion  as  the 
amount  of  insurance  bears  to  the  amount  of  the  loss.  If,  for  in- 
stance, the  property  is  worth  $1,000,  and  $600  insurance  is  car- 
ried, in  the  event  of  a  loss  of  $100  the  owner  could  claim  only 
three-fourths  of  his  loss  or  $76.  The  reason  for  this  is  readily 
to  be  seen.  If  one  man  pays  a  premium  on  $600,  has  a  loss  of 
$100,  and  is  paid  in  full,  and  another  pays  a  premium  on  $800 
and  has  a  similar  loss,  the  burden  has  been  unequal,  and  the  for- 
mer has  not  borne  his  proportionate  share  of  the  insurance;  there- 
fore the  rule  of  the  80  per  cent,  clause. 
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STATEMENT  H 

BLANK  HARDWARE  CO.,  MISSOURI 

Wholesale  Hardware 

May  1,  1917 

Assets 

May  1,  1916  May  1,  1917 

Merchandise     $440,023.12  $509,116.91 

Accounts  Receivable   226,603.74  268,722.08 

Notes    Receivable    22,241.68  23,120.06 

Cash  and  in  Bank 8,300.60  6,904.98 

Quick  Assets    $696,169.14        $797,868.98 

Real  Estate   166,663.26  167,776.87 

Furniture  and   Fixtures 10,099.49  9,000.00 

Blank  River  Navigation  Co 4,907.90                 

Machinery  and   Equipment 6,833.22  6,281.68 

Catalogue     30,226.00  19,000.00 

Insurance  Unearned   266.68  163-70 

Redeemed  Preferred  Stock   2,000.00 

$218,994.46         $204,221.10 

Total  Assets    $916,163.69     $1,002,086.08 

Liabilities 

Capital— Preferred $200,000.00 

Common    800,000.00  600,000.00  600,000.00 

Redemption  Fund   87,192.21  88,066.74 

Surplus    98,626.37  89,984.67 

Undivided  Profits    18,322.78  71,600.08 

$704,041.31        $749,641.89 

Notes  Payable 191,613.00  170,116.00 

Accounts  Payable    19,509.28  82,328.69 

$211,122.28        $262,443.69 

$916,163.69     $1,002,086.08 

Sales  Net  Profits  Dividend  Paid 

1916 $1,846,888.28  $18,322.73  7%    Preferred 

1916 1,686,664.69  86,460.08  7%  Pref.  8%  Com. 

(Signed)     BLANK  HARDWARE  CO., 

By  Jno.  Doe,  President 
[wholesale  hardware  statement] 
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ANALYSIS  OF  STATEMENT  H 

This  firm  shows  a  more  than  satisfactory  year.  The  mer- 
chandise has  increased  $69,000,  for  which  it  owes  (accounts  pay- 
able are  $63,000  more),  but  notes  payable  are  $21,000  less.  The 
firm  has  taken  no  more  receivables  into  its  business — a  very  good 
omen.  Cash  would  seem  to  be  too  little  for  large  operations,  but 
the  hardware  business  seems  to  be  able  to  operate  on  a  small 
amount  of  cash.  The  real  estate,  furniture  and  fixtures  are  about 
the  same,  while  the  Blank  River  Navigation  Co.  securities  have 
been  sold  or  otherwise  disposed  of.  The  machinery  has  been  cut 
down,  catalogue  account  has  been  reduced,  and  redeemed  preferred 
stock  held  at  $2,000. 

The  total  assets  have  increased  $87,000,  or  about  the  amount 
of  the  net  profits.  There  is  no  material  change  in  the  capital  or 
the  redemption  fund.  The  surplus  has  decreased  $9,000,  while 
the  undivided  profits  are  $53,000  more.  The  notes  payable  are 
less  by  $21,000,  while  the  accounts  payable  are  greater  by  $68,000, 
representing  stock  purchased. 

The  odd  figures  in  the  notes  payable  would  indicate  that  the 
firm  had  given  its  promissory  notes  rather  than  commercial  paper, 
and  should  be  inquired  into. 

The  company  has  paid  dividends  on  both  preferred  and  com- 
mon stock,  and  had  earnings  over  $67,000  greater  than  the  year 
before. 

The  1916  sales  were  at  the  rate  of  $128,000  a  month.  The 
accounts  receivable  are,  therefore,  equal  to  two  months*  sales,  and 
allowing  a  gross  profit  of  40  per  cent.,  the  stock  is  turned  about 
twice  a  year.  (Divide  sales  by  140  to  get  cost  of  merchandise 
sold,  and  merchandise  into  this,  and  the  result  is  the  turnover). 
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STATEMENT  I 

B.  C.  W.  HARDWARE  CO.,  WASHINGTON 
Wholesale  Hardware 

Assets 

July  1,  1916     July  1,  1917 

East  Coast  Hardware  Co $92,500.00  $98,100.00 

Real     estate     and     build- 
ings  (1915)    $520,000.00 

♦Less  Mortgage   (1916).    150,000.00 

870,000.00  520,000.00 

Printing  Plant   6,000.00  6,000.00 

Automobile  Account    8,800.00  7,600.00 

Invested  Assets   $476,300.00        $630,700.00 

Merchandise     740,958.41  726,905.81 

Bills   Receivable    1 12,375.43  129,075.44 

Accounts  Receivable 472,126.04  458,076.96 

Cash    26,170.23  33,352.21 

Quick  Assets    $1,851,630.11     $1,347,409.91 

Total  Assets    $1,827,930.11     $1,978,109.91 

Liabilities 

Capital $1,000,000.00  $1,000,000.00 

Surplus     250,000.00  250,000.00 

Undivided  Profits    270,000.00  370,000.00 

Reserve  for  Taxes,  Charity,  etc 20,340.11  33,109.91 

$1,540,340.11     $1,653,109.91 
*Bills    Payable    287,590.00  325,000.00 

$1,827,930.1 1     $1,978,109.91 

*Paid  off  during  1916.     If  mortgage  had  been  renewed  our 
Bills  Payable  item  would  be  but  $175,000.00. 

Sales  Net  Profits 

1916    $2,167,734.28  $70,000.00 

1916    2,182,892.86  200,000.00 

(Signed)     B.  C.  W.  HARDWARE  CO., 

By  B.  C.  W.,  Treas, 

[hardware   statement    (not   well   arranged)] 
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ANALYSIS  OF  STATEMENT  I 

This  is  a  comparative  statement.  The  fixed  assets  are  listed 
first.  We  notice  first  that  the  mortgage  has  been  reduced  by 
$160,000,  and  inquire  by  what  means.  Following  the  asterisk,  we 
note  that  the  bills  payable  would  have  been,  according  to  their 
statement,  $160,000  less  if  the  mortgage  had  been  renewed;  there- 
fore, the  firm  has  issued  commercial  paper  to  liquidate  its  mort- 
gage indebtedness.  It  is  a  settled  principle  that  this  should  not 
be  done,  and  proper  financing  would  replace  this  item  by  fixed 
liabilities  represented  by  mortgage  loans  and  not  by  a  floating 
debt  as  in  commercial  paper. 

The  firm  evidently  could  not  renew  the  mortgage  or  replace  it 
promptly  and  so  sold  its  paper  to  meet  the  obligation;  however,  the 
quick  assets  in  1917  are  more  than  4  to  1,  showing  a  very  healthy 
condition. 

The  automobile  account  has  been  scaled  $1,200,  which  is  prop- 
er. Merchandise  is  $14,000  less,  bills  receivable  $17,000  more,  ac- 
counts receivable  $14,000  less.  The  firm  has  evidently  had  a  good 
season  in  1916,  adding  $100,000  to  the  undivided  profits.  The  net 
profits  were  $70,000  in  1915,  in  comparison  with  $200,000  in  1916. 

The  accounts  receivable  are  about  one-fifth  of  the  annual 
sales,  indicating  credit  terms  of  about  two  months,  while  the  mer- 
chandise, allowing  for  the  usual  profit,  is  about  one-half  the  sales, 
indicating  a  turnover  of  twice  a  year.  Altogether  the  statement  is 
more  than  satisfactory. 
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STATEMENT  J 

JOHN  DOE  PACKING  CO.,  NEBRASKA 
June  80,  1917 

Assets 
Capital  Assets: 

Plants,  Machinery,  Cars,  etc $786,662.84 

Automobiles,    Horses,   Wagons    and 

other  Equipment    76,692.78 

$861,845.67 

Current  Assets: 

Cash  and  Bank  Balances 167,262.63 

Merchandise,  Supplies,  etc 740,247.52 

Receivables    281,073.92 

1,188,583.97 

$2,049,929.54 
Liabilities 
Current  Liabilities: 

Notes  Payable $411,000.00 

Accounts  Payable 113,974.69 

$524,974.69 

Capital  Liabilities: 

Capital  Stock 803,000.00 

Bonds 250,000.00 

Surplus    471,954.85 

1,524,954.85 

$2,049,929.64 

Insurance  in  Force $1,127,125.00 

Sales  for  the  Year  8,408,420.92 

(Signed)     JOHN  DOE  PACKING  CO., 

John  Doe,  President 
Certified:  Nebraska  Audit  Co. 


^BL 


.  Blank  National  Bank,  Omaha 
First  National  Bank,  Chicago 

[wholesale  meat  statement] 
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ANALYSIS  OF  STATEMENT  J 

Here  we  have  a  packing  house  statement  of  recent  date,  prop- 
erly audited,  ratio  1.66  to  1.  The  sales  are  about  $700,000  month- 
ly, or  $28,000  a  day.  It  has  stock  sufficient  for  about  a  month, 
which  is  proper  in  the  meat  line. 

We  notice  one  unusual  feature — that  the  "receivables'*  might  be 
accounts  receivable  or  notes  receivable ;  undoubtedly  the  former,  for 
in  the  meat  business  notes  are  not  taken,  and  only  short-time  credit 
of  a  week  or  ten  days  is  extended.  Assuming  that  the  receivables 
are  book  accounts,  they  constitute  but  12  days*  sales,  and  proper 
for  this  line. 

The  insurance  is  sufficient  to  cover  the  entire  stock,  and  half 
the  value  of  plant,  cars,  etc.,  the  latter  being  scattered  all  orcr 
the  country,  and  not  subject  to  a  single  fire  risk. 

The  automobile  account  would  be  better  stated  by  cost,  less 
depreciation.  The  bonds  undoubtedly  represent  a  debt  on  the  real 
estate.  The  statement  would  be  strengthened  by  information  as 
to  their  maturity. 
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STATEMENT  K 

DOE  CLOTHING  CO.,  MISSOURI 
April  1,  1917 

Assets 

Accounts   Receivable    $617,898.04 

Bills  Receivable   31,916.68 

Cash  on  Hand  and  in  Banks 127,359.81 

Merchandise    397,470.67 

$1,1  '4  646.20 

Real   Estate    2,000.00 

Plant    (total  cost,  $96,000.00) 100.00 

:i,ioo.oo 


$1,176,746.20 


Liabilities 


Capital  Stock— Preferred $181,100.00 

Common     498,600.00 

$679,700.00 

Guarantee    35,000.00 

Surplus    77,338.66 

Accounts    Payable    $17,006.64 

Bills  Payable   367,700.00 

384,706.64 


$1,176,746.20 


(Signed)     DOE  CLOTHING  CO., 

By  John  Doe,  President 


Bank  Accounts  - 


Central  National  Bank,  New  York  City 
Bank  of  Commerce,  St.  Louis,  Mo. 
Blank  National  Bank,  St.  Louis,  Mo. 
Pennsylvania  National  Bank,  Philadelphia 


[wholesale  clothing  statement] 
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ANALYSIS  OF  STATEMENT  K 

The  two  features  of  this  statement  are  the  ratio  of  qnick  as- 
sets, which  is  3  to  1,  the  nominal  investment  in  real  estate,  and 
the  fact  that  a  plant  costing  $96,000  is  held  at  $100.  This  heavy 
scaling  is  commendable,  for  it  shows  a  disposition  to  regard  real 
estate  holdings  as  nominal  assets,  which  is  conservative,  to  say  the 
least. 

The  item  "guarantee"  is  unusual  and  would  need  explanation 
were  the  other  features  less  strong. 
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STATEMENT  L 


THE  DOE-ROE  MUSIC  CO.,  COLORADO 
July  1,  1917 

Assets 

Cash  on  Hand  and  in  Banks $5,066.17 

Accounts  Receivable    44,229.41 

Bills  Receivable  , .     698,060.61 

Merchandise    214,689.96 

$867,036.06 

Accounts  Receivable  (Short  Checks) 467.78 

Accrued  Interest  Lien  Notes 82,279.58 

Prepaid  Fire  Insurance   2,826.83 

Manufacturers'  Accounts    869.33 

Machinery  and  Fixtures 17,488.32 

Horses  and  Wagons    4,224.41 

Real  Estate   665.00 


Liabilities 


$916,766.80 


Bills  Payable   $107,306.94 

Accounts    Payable    23,690.94 

Deposits  and  Other  Trust  Funds 14,254.34 

$146,162.22 

Deferred   Liabilities    83,607.88 

Suspense  and  Conditional 2,048.87 

Accounts  Owing  Directors  and  Stockholders 36,940.58 

Agents'  Accounts   630.69 

Capital  Stock   260,000.00 

Surplus  and  Undivided  Profits 447,376.21 

$916,766.80 

(Signed)     DOE-ROE  MUSIC  CO., 

By  John  Doe,  President 


Bank  Accounts 


First  National  Bank,  Colorado 
Dun  Rating:  A  Al 


[wholesale  music  statement] 
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ANALYSIS  OF  STATEMENT  L 

In  the  text  of  this  work  it  is  said  that  musical  instruments  are 
sold  on  notes,  and  in  a  statement  of  a  music  house  we  would  ex- 
pect to  find  bills  receivable  in  predominance,  which  proves  to  be 
the  case  in  this  instance.  Out  of  total  assets  of  $916,000,  promis- 
sory notes  form  two-thirds. 

The  cash  in  this  statement  is  low,  but  a  large  amount  of  cash 
is  not  needed  in  selling  musical  instruments.  The  bills  payable  are 
but  $107,306.94,  but  the  presence  of  odd  cents  indicates  that  they 
are  two-name  paper,  or  perhaps  a  mixture. 

The  firm  has  quick  assets  of  about  6  to  1,  presuming  all  the 
notes  are  good.  The  selling  of  pianos  is  largely  on  time,  notes 
being  taken  in  payment,  and  the  experience  of  firms  in  this  line 
has  been  that  once  an  instrument  is  sold  it  stays  sold,  however 
great  the  hardship  might  be  to  keep  up  the  payments.  Few  pianos 
are  ever  taken  back. 

"Accrued  interest"  means  interest  on  the  notes  that  has  ac- 
crued to  the  time  of  the  statement,  and  inasmuch  as  interest  is  a 
"debt  due  to  the  lapse  of  time,"  this  is  a  proper  asset.  The  firm 
is  so  strong  in  its  quick  assets  that  we  need  not  analyze  the  other 
features  further.  The  entire  indebtedness,  aside  from  capital  stock 
and  surplus,  is  less  than  25  per  cent,  of  the  quick  assets,  and  the 
paper  would  pass  as  prime. 

The  nature  of  the  "deferred  liabilities"  and  "accounts  owing 
directors"   would  bear  investigation. 

"Deposits  and  trust  funds"  are  undoubtedly  money  of  the 
employees  deposited  with  the  firm. 
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STATEMENT  M 

THE  X.  Y.  Z.  CO.,  NEW  YORK 

Straw  and  Felt  Hats 

August  10,  1917 

Assets 

Cash  in  Banks  and  on  Hand $117,172.21 

Accounts    Receivable,    less    provision 

for  doubtful  accounts  and  discounts       57,649.12 

Bills    Receivable,    less    provision    for 

doubtful  items   3,386.84 

Inventories  of  Raw  Materials  and  Fin- 
ished Merchandise  at  or  below  cost.        22,887.32 

Advances  to  Factories 35,990.93 

Due  from  Officers  and  Employees .  . .  3,300.00 

$240,385.42 

Investment  in  Plant  and  Equipment 14,993.50 

(Valued   in    1912    by   Manufacturers   Appraisal 
Co.  at  $81,929.65) 
Deferred  Charges: 

Unexpired    Insurance $698.82 

Net  Expenses  applicable  to  1918. . .         6,237.29 

6,936.11 


Liabilities 
Accounts  Payable: 

Factories    $16,667.56 

Miscellaneous    2,816.04 


$262,315.03 


$18,483.60 


Capital  Stock: 

Authorized— 2500  $100  shares $260,000.00 

Issued — 2400  shares  of  $100  each 240,000.00 

Surplus    3,831.48 


$262,315.08 


We  have  audited  the  books  and  accounts  of  X.  Y.  Z.  Co.  for 
the  period  from  July  1,  1916,  to  August  10,  1917,  and  we  certify 
that,  in  our  opinion,  the  above  balance  sheet  is  properly  drawn  up 
so  as  to  show  the  true  financial  position  of  the  company  on  August 
10,  1917. 

(Signed)     PRICE,  WATERHOUSE  &  CO., 

Certified  Public  Accountants 

[hat  manufacturer's  statement] 
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ANALYSIS  OF  STATEMENT  M 

The  feature  in  this  statement  that  is  noticeable  is  the  large 
cash  balance,  which  amounts  to  nearly  one-half  the  total  assets. 
But  this  is  a  July  statement,  when  the  summer  collections  should 
be  well  in  hand,  and  stock  low,  for  the  spring  sales  should  now  be 
turning  into  money.  The  firm  has  few  bills  receivable,  and  this  is 
proper,  for  such  goods  are  not  sold  on  notes.  The  "advances  to 
factories"  means  that  the  firm  sells  for  factories,  and  as  goods  are 
made  up  for  the  coming  season,  or  in  process  of  making,  advances 
are  made  to  the  manufacturing  firm  and  charged  up  as  an  asset 
here  shown. 

The  item  "due  from  ofiicers  and  employees"  no  doubt  repre- 
sents money  advances  against  salaries  and  commissions  and  is  not 
a  good  practice,  but  obtains  in  many  instances. 

The  investment  in  plant  and  equipment  will  be  seen  to  be 
greatly  below  the  appraisal  made  by  the  Manufacturers*  Appraisal 
Co.,  presumably  an  independent  authority. 

The  company  has  incurred  and  paid  expenses  of  $6,287.29  in 
advance  of  the  season  and  which  is  a  charge  against  next  year's 
profits. 

The  company's  debts  are  light,  it  has  no  paper  outstanding  at 
the  time  this  statement  is  made,  but  will  have  as  soon  as  the  buy- 
ing season  begins  for  the  coming  season's  operations. 
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STATEMENT  N 


THE  D.  K.  DRY  GOODS  CO.,  OMAHA,  NEB. 
June  80,  1917 

Assets 

June  80,  1916  June  80,  1917 

Merchandise,  as  per  Inventory. .....    $530,899.44  $391,666.89 

Accounts  and  Bills  Receivable 671,962.46  671,728.84 

Cash     166,196.73  43,047.91 


Quick  Assets   $1,269,068.62     $1,006,432.14 

Furniture  and  Fixtures 20,490.18  17,093.88 

Real  Estate  and  Personal  Property. .  9,996.49  16,387.76 

Interest  on  Unexpired  Bills  Payable.  4,736.10  2,716.65 

Premiums  on  Unexpired  Insurance.  .  2,847.67  1,800.00 

Stationery  on  Hand 1,500.00  760.00 

Live    Stock 1,399.60  1,000.00 

Stock  in  Other  Corporations ......  260.00 


Fixed  Assets    $40,469.94  $39,998.24 

Total  Assets    $1,299,628.66  $1,046,430.38 

Liabilities 

Capital    $500,000.00  $600,000.00 

Surplus     71,282.66  70,260.25 


$671,282.66        $670,260.25 
Bills  and  Accounts  Payable 728,246.90  476,170.18 


$1,299,628.66     $1,046,430.38 

Endorsers'   outside   worth $300,000.00 

[wholesale  dry  goods  statement] 
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ANALYSIS  OF  STATEMENT  N 

Our  attention  is  first  called  to  the  merchandise  item,  which  has 
decreased  $139,000.  The  stock  has  either  been  marked  down  or 
reduced  by  sales.  From  the  accomits  receivable  we  conclude  that 
it  has  not  been  sold  on  credit,  for  the  receivables  are  practically 
the  same  as  a  year  ago,  and  the  cash  reduction  of  $112,000  is  evi- 
dence that  it  has  not  been  turned  into  money;  therefore,  we  look 
further  for  the  cause. 

Furniture  and  fixtures  have  been  depreciated,  properly,  real 
estate  increased  $7,000,  stationery  has  been  reduced  and  live  stock 
likewise  depreciated. 

There  is  practically  no  change  in  the  total  of  fixed  liabilities; 
but  we  find  a  reduction  of  $252,000  in  bills  and  accounts  payable, 
and  we  conclude,  quite  properly,  that  the  company  has  turned  mer- 
chandise into  money  and  liquidated  its  debts.  There  is  a  shrinkage 
of  $258,000  in  the  total  worth  of  the  concern,  due  to  shrinkage  in 
merchandise  and  cash,  but  the  statement  shows  over  2  to  1  in  quick 
assets. 

It  would  be  well,  therefore,  to  obtain  more  information  before 
extending  a  heavy  line  of  credit,  and  an  inquiry  would,  no  doubt, 
prove  satisfactory. 
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STATEMENT  O 

BLANK  STOVE  MANUFACTURING  CO.,  MISSOURI 

August  1,  1917 

Assets 

Merchandise — Made   $527,890.56 

Merchandise — Raw    200,91 1.03 

$728,801.58 

Accounts  Receivable   750,066.01 

Cash  and  in  Bank   2,688.77 

$1,481,665.86 

Real  Estate  (See  Note  No.  1) $306,626.24 

Buildings  (See  Note  No.  2) 470,729.58 

Machinery,     Patterns     and     Fixtures 

(See  Note  No.  3) .       218,828.32 

996,184.14 

Good  Will 1,888,963.68 

$4,366,703.18 
Liabilities 

Capital— Preferred $1,500,000.00 

Common    1,600,000.00 

$3,000,000.00 

Surplus     414,161.65 

Profit  and  Loss,   1916 191,604.57 

$3,605,766.22 

Bills    Payable    435,000.00 

Owed  Stockholders    163,500.00 

Owed  Blank  Match  Co 110,000.00 

Accounts  Payable 52,446.91 

760,946.91 

$4,366,703.18 

Note  No.  1 — Appraised  by  John  Doe  for  $622,600.00 
Note  No.  2 — Appraised  by  John  Doe  for  676,159.14 
Note  No.  3 — Appraised  by  John  Doe  for     608,770.11 

Sales.  Net  Profits  Dividends  Paid 

1916 $1,506,440.67  $181,137.84  6%  Pref.  5%  Com. 

1916 1,713,716.29  191,604.67  6%  Pref.  6%  Com- 

(Signed)     THE  BLANK  STOVE  CO., 

By  John  Blank,   Treasurer 

[stove    manufacturer's    statement     (with    real    estate    ap- 
praisal) ] 
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ANALYSIS  OF  STATEMENT  O 

The  first  noticeable  feature  about  this  statement  is  the  low 
cash  balance,  which  for  a  four-million-dollar  concern  would  seem 
insufficient.  It  is  not  enough  for  one  payroll,  2md  any  occurrence 
that  would  shut  off  the  ready  supply  of  money  would  embarrass 
the  firm. 

Attention  is  called  to  the  real  estate  valuations,  which  are  far 
below  the  independent  appraisals  as  shown  at  the  bottom  of  the 
statement. 

The  good  will  is  nearly  one-half  the  total  worth,  and  is  so 
large  a  proportion  of  the  gross  assets  that  we  inquire  as  to  the 
reasonableness  of  this  valuation.  But  this  high  valuation  is  over- 
balanced by  the  low  valuation  of  the  real  estate. 

The  company  owes  its  own  stockholders  $163,000  and  the 
Blank  Match  Co.  $110,000.  We  should  be  justified  in  asking  for 
a  commercial  report  in  order  that  we  may  get  further  information 
as  to  the  company's  affiliations  and  its  history. 

The  sales  increased  $200,000  and  the  net  profits  $10,000,  or 
about  6  per  cent.  It  pays  dividends  on  both  classes  of  stock,  has 
a  comfortable  surplus,  and  showing  up  well  under  more  minute 
inquiry,  would  pass  as  a  safe  credil  risk, 
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STATEMENT  P 


J.  J.  H.  &  CO.,  MINNESOTA 
Wholesale  Grocers 

At  the  close  of  business  December  31,  1916,  after  payment  of 
Cash  Dividend  amounting  to  $57,000,  representing  6%  on  the 
Preferred  and  10%  on  the  Common  Stock  of  the  Company. 

Assets 
Cash: 

Blank  National  Bank,  Minnesota $17,345.43 

Blank  National  Bank,  St  Paul 9,591.90 

Blank  Bank  of  New  York 10,950.47 

Cashier's  Fund   600.00 

$38,487.80 

Merchandise: 

Inventories     375,335.81 

Notes  and  Accounts  Receivable: 

Notes  Receivable 43,923.01 

Accounts  Receivable  $594,830.51 

Personal  Accounts  2,578.56         597,409.07 

Total  Current  Assets $1,055,155.69 

Investments: 

Blank  Realty  Co $174,477.94 

Blank  Realty  Co.,  New  Building 17,176.97 

Other    Real   Estate 26,775.98 

Stock  in  Blank  Candy  Co. 23,700.00 

City  Electric  Ry.  Bonds 1,000.00 

$243,130.89 

Plant  Assets: 

Machinery  and    Fixtures $10,567.08 

Bam,  Horses  and  Vehicle  Equipment 3,046.04 

Auto  Trucks  and  Automobiles 8,035.00 

$21,648.12 
Less  Depreciation    2,165.65 

19,482.47 

Deferred  Assets: 

Interest  Paid  in  Advance $2,271.43 

Unused  Mileage  and  Expenses  and  Stationery, 

Inventories    1,668.63 

Unexpired   Insurance    1,511.00 

5,451.06 

Franchise    50,000.00 

$1,373,»20.11 
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LiABUjnEfl 
Notes  Payable: 

In  favor  of  Banks ^407,500.00 

Id    favor    of    Stockboldere    and    Private    In- 

dividnaJfi    156,075.00 

^63,575.00 

Acootints  Payable: 

Merchandise  Purchases,  not  due ^S35,189.08 

Personal  Accounts  3,810.34 

37,999.33 

Total  Current  LiabiUties $600,574.33 

Capital  Stock: 

Preferred    $200,000.00 

Common     450,000.00 

650,000.00 

Undivided  Profits   122,645.79 

$1,373,220.11 

I  have  examined  the  books  and  records  of  J.  J.  H.  Co.  of  Minnesota 
for  twelve  months  ending  December  31,  1916,  and: 

I  hereby  certify  that  the  balance  sheet  is  drawn  up  so  as  to  show 
the  true  financial  condition  of  the  coriwration  as  at  December  31,  1916. 

The  merchandise  inventories  have  been  certified  by  the  company's 
officials  as  to  quantities,  marketable  condition  and  correct  valuations,  and 
In  my  opinion  are  absolutely  reliable  aiid  accurate  in  obtaining  the  figures 
given. 

(Signed)  Richakd  Roe,  Public  Accountant, 

Minnesota,  January  13,  1917. 

[wholesale   grocery  statement] 


ANALYSIS  OF  STATEMENT  P 

We  notice  that  this  is  a  statement  made  up  after  payment  of  a  $57,000 
dividend. 

The  company  goes  into  great  detail  in  giving  information,  and  the 
cash  balances  in  the  various  banks  are  stated.  The  notes  and  accounts 
receivables  are  also  segregated. 

The  investments  in  the  realty  concern  and  candy  company  constitute 
about  25  per  cent,  of  the  total  worth,  and  would  bear  investigation  if  the 
company  did  not  show  up  well  in  the  ratio  of  1.7  to  one,  which  ordinarily 
is  enough  for  the  grocery  line.  The  company  also  states  its  equipment  in 
detail,  and  holds  it  at  cost  less  depreciation,  quite  proper. 

It  has  various  incidental  assets,  such  as  prepaid  interest,  imused  mile- 
age, unused  stationery,  etc.,  and  a  franchise  valued  at  $50,000. 

The  company  owes  on  commercial  paper  $407,500  and  to  stockholders 
and  private  parties  $155,000.  The  latter  is  not  a  safe  method  of  borrowing 
and  should  not  be  resorted  to. 

It  has  few  unpaid  bills,  if  the  **merchandise  purchases"  are  not  due, 
and  has  a  few  unpaid  personal  accounts. 

My  judgment  is  that  the  doubtful  points  should  be  cleared  up  before 
making  a  purchase  of  this  paper,  which  at  first  sight  would  seem  to  be 
good. 
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STATEMENT  Q 


AUTOMOBILE  ACCESSORY  CO.,  MASSACHUSETTS 

Manufacturers'  Agents  and  Wholesale  Automobile  Accesso- 
ries 
January  81,  1917 

Assets 

Cash    $34,142.74 

Accounts  Receivable  $^4,233.67 

Notes  Receivable   1,762.32 


$295,995.99 

Less  Reserve  for  Doubtful  Accounts 13,086.39 

282,909.60 

Merchandise   Inventory    576,049.65 

$893,101.99 

Madiinery,   Tools,  Dies,   Equipment,   Automobiles,   Furniture 

and  Fixtures,  etc 79,643.64 

Prepaid  Insurance  Premiums,  Interest,  etc '     8,489.93 


Liabilities 

Notes  Payable  $147,000.00 

Accounts  Payable  (not  due  for  discount) 231,625.94 

Dividends  Payable  on  Common  Stock 10,000.00 


$981,235.56 


$388,625.94 


Notes  Payable  due  in  1918-1919 21,000.00 

Capital  Stock: 

Preferred  (authorized  $300,000)     $286,500.00 

Common    (authorized    250,000)       100,000.00 


386,500.00 
Surplus   Account    185,109.62 

$981,235.56 

AUTOMOBILE  ACCESSORY  CO., 

By  B.  A.  Gasman,  President. 

ANALYSIS  OF  STATEMENT  Q 

Here  is  a  statement  with  an  unusual  amount  of  comment  by  the 
brokers,  which  is  essentially  an  analysis  of  the  company's  aflFairs.  The 
examining  accountant  says: 

"The  above  balance  sheet  of  the  Automobile  Accessory  Co.  at  January 
31,  1917,  has  been  prepared  by  us  from  the  books  and  records  of  the 
Company.  A  physical  inventory  was  taken  at  the  close  of  the  fiscal  period 
on  October  31st  last,  and  to  determine  the  value  thereof  at  January  31, 
1917,  we  have  used  as  a  basis  the  merchandising  profit  of  24  per  cent — 
representing  the  actual  operating  experience  for  the  fiscal  year  ending 
October  31,  1916— on  the  amount  of  gross  sales  between  October  31,  1916, 
and  January  31,  1917.  This  method  has  previously  been  used  between 
fiscal  periods,  and  its  correctness  having  been  verified  when  the  physical 
inventory  was  subsequently  taken,  we  are  of  opinion  that  the  aggregate 
value  of  the  inventory  at  January  31,  1917,  thus  determined,  is  conserva- 
tively stated.     Ample  provision  has  been  made  for  doubtful  accounts  and 


COMMERCIAL  PAPER 


123 


for  all  ascertainable  liabilities,  and  in  our  opinion  the  above  balance  sheet 
represents  a  true  and  correct  statement  of  the  financial  position  of 
the  Company  at  January  31,  1917." 

(Signed)     F.  W.  W.,  C.  P.  A. 

The  broker  says: 

**The  Automobile  Accessory  Co.  are  manufacturers'  agents  and  whole- 
salers of  automobile  accessories.  They  have  the  exclusive  sale  for  certain 
territories  of  well-konwn  automobile  accessories,  such  as  chains,  lamps, 
spark  plugs,  tires,  etc 

"Controlling  interest  in  this  busines  was  acquired  in  1910  by  Mr^  B, 
of  the  old  established  house  of  B.  &  C,  Hardware  Manufacturers*  Agents. 
He  not  only  saw  its  possibilities,  but  has  established  its  trade  from  the 
start  on  a  basis  of  doing  a  strictly  wholesale  business  and  selling  only  the 
best-rated  dealers  in  the  trade.  The  restrictions  which  he  has  placed  upon 
his  salesmen  and  credit  department  have  amply  proved  the  wisdom  of  his 
policy  and  also  the  fact  that  a  conservative  as  well  as  profitable  business 
could  be  done  in  this  line  of  trade.  The  methods  of  merchandising  entail 
no  contracts  which  would  guarantee  to  the  manufacturer,  whose  goods 
they  sell,  that  the  company  would  take  a  certain  quantity  of  his  product 
whether  or  not  there  was  demand  for  it 

"The  company's  sales  record  indicates  the  growth  of  the  business: 

For  the  year  ending  October  31,   1911 $389,908.00 

For   the  year  ending  October  31,   1912 403,968.80 

For  the  year  ending  October  31,   1913 : 470,429.29 

For  the  year  ending  October   31,  1914 620,103.27 

For   the  year  ending  October  31,  1915 1,246,729.84 

For  15  months  ending  January  31,  1917 2,158,766.39 

**The  following  comparative  analysis  of  essential  credit  data  for  the  past 
two  fiscal  years  demonstrates  conclusively,  first,  the  large  earning  power  of 
the  company,  and  second,  its  strong  financial  position.  Attention  should 
be  called  particularly  to  the  increase  of  over  $247,000  in  excess  quick  assets 
over  debt. 

Oct  31, '15      Jan.  31, '17  Increase 

Quick   Assets    $488,720.53       $893,101.99        $404,381.46 

Quick  Debt   231,565.36         388,625.94         157,060.58 

Net  Quick  Assets  (excess  over 

debt)    $257,155.17       $504,476.05       $247,320.88 

Ratio   2.11  2.29  .18 

Sales    $1,246,729.84  $2,158,766.39  $912,036.55 

Profits     88,747.12  122,388.44  33,641.32 

Capital   Stock    (Pfd.) 50,000.00  286,500.00  236,500.00 

Capital  Stock   (Com.) 100,000.00  100,000.00           

Surplus    92,949.01  185,109.62  92,160.61 

"The  merchandise  item  in  the  attached  statement  is  unusually  large 
because  of  the  necessity  of  preparing  for  the  active  demand  which  arises 
in  the  Spring  (their  busiest  season).  The  item  of  axx:oimts  payable,  which 
represents  merchandise  purchased,  is  likewise  large.  Furthermore,  in  ex- 
planation of  the  seemingly  disproportionate  amount  of  accounts  payable, 
it  may  be  stated  that  some  $65,000  represents  accoimts  not  due  for  discount 
till  May  1,  and  about  $100,000  represents  the  previous  month's  purchases  of 
"Weed  Tire  Chains'*  for  which  they  have  the  exclusive  agency  in  this 
section  of  the  coimtry. 

Endorsed:  Mr.  B.,  whose  worth  outside  his  interest  in  this  business, 
we  are  informed,  adds  $300,000. 

Bank  Accoimts:  Bank  A,  New  York  Cily;  Sank  B,  Boston,  Mass., 
where  liberal  lines  of  credit  are  extended  and  to  which  refrence  is  made. 


124.  COMMERCIAL  PAPER 

STATEMENT  R 


J.  R.  B.  &  CO.,  MISSISSIPPI 

Manufacturers  Hardwood  Lumber 

December  81,  1916 

Assets 

Cash    $28,676.57 

Bills  Receivable   24,042.78 

Accounts  Receivable   548,218.79 

Inventory    589,062.25 

$1,190,000.39 

Timber  Tracts  &  Real  Estate  Investments $63,962.07 

Other  Investments   20,025.00 

83,987.07 

Unexpired  Insurance  Premiums 2,240.54 

Flooring   Company    Plant $193,677.84 

Main  Plant    141,708.72 

West  Mobile  Plant 60,350.54 

Wire  Bound  Box  Plant 3,511.00 

Total  Plant  Investment $399,248.10 

Less  Depreciation    45,161.55 

Net  Plant  Investment $354,086.55 

$1,630,314.55 
Liabilities 

Bills  Payable  $612,500.00 

Accounts   Payable    47,939.40 

660,439.40 

Capital  Stock: 

Preferr^  Stock   $160,000.00 

Common  Stock    500,000.00 

660,000.00 

Surplus,  as  at  Dec.  31,  1916 309,875.15 

$1,630,314.55 

Dividends  paid,  $39,600.00.     Fire  liability  fully  covered  by  insurance. 
Cevtified  to  be  correct,  in  accordance  with  the  books. 

(Signed)     J.  R.  B.  &  CO., 

John  Doe,  President 

]  (Signed)  Johnsoit  &  Co.,  Certified  Public  Accountcmts 


ADDENDUM  BY  THE  BROKERS 

In  explanation  of  our  increased  liabilities  as  shown  in  this  statement, 
will  say  that  we  have  made  contracts  within  the  last  six  months  for  $750,- 
000  to  $800,000  worth  of  walnut  gunstocks  for  American  gun  manufac- 
turers. We  have  furnished  these  gunstocks  to  Remington  Arms  Co.  of 
New  York  and  shipped  to  their  plants  at  Bridgeport,  Conn.;  Eddystone, 
Pa.,  and  Ilion,  N.  Y.;  also  the  Ross  Rifle  Co.,  Quebec;  Hoplrins,  Allen  & 
Co.,  Norwich,  Conn.,  and  Westinghouse  Electric  &  Mfg.  Co.    Some  of  these 
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orders  were  taken  in  connection  with  the  Iowa  Mill  Co.  These  companies 
are  all  in  the  highest  credit,  and  we  are  paid  for  the  goods  as  soon  as  they 
arrive  and  count  and  inspection  verified  by  them. 

We  are  receiving  cash  from  these  sources  every  day,  and  present  con- 
tracts are  now  50  per  cent,  filled.  We  also  have  options  on  other  business 
that  will  keep  us  busy  supplying  all  through  the  year  1917. 

The  walnut  logs  used  for  this  purpose  can  be  utilized  for  our  regular 
business  whenever  necessary. 

We  have  delivered  about  $350,000  to  $400,000  worth  of  this  material, 
and  have  $300,000  to  $400,000  on  hand  to  deliver  on  contracts. 

Our  increase  in  sales  for  1916,  of  about  $470,000,  was  due  largely  to 
the  sale  of  walnut  gunstock  material.  This,  however,  has  not  interfered 
with  our  regular  business. 

In  our  statement  we  figured  our  merchandise  on  hand  at  cost  or  less. 
While  we  have  large  profits  in  the  walnut  lumber  and  logs  we  have  on  hand, 
we  have  not  anticipated  any  of  the  profits  on  this  stock  we  have  sold  under 
these  contracts;  in  fact  our  inventory  is  taken  very  conservatively.  WMle 
the  stock  has  advanced  considerably  since  our  last  inventory,  we  have  not 
counted  any  advance  in  the  market  price  of  lumber  in  figuring  up  the 
inventory. 

Our  volume  has  increased  nearly  100  per  cent,  during  the  past  six 
months,  as  compared  with  the  same  period  of  1915. 

Yours  very  truly, 

(Signed)     J.  R.  B.  &  CO., 

John  Dob,  President 

[wholesale  lumber  statement] 


ANALYSIS  OF  STATEMENT  R 

Here  is  a  concern  that  has  profited  by  the  war,  and  deems  it  advisable 
to  explain  why  and  how.  It  has  contracted  with  manufacturers  of  firearms 
to  supply  them  with  walnut  gunstocks  in  a  large  amount,  and  has  made 
large  purchases  of  raw  lumber  for  that  purpose.  A  stoppage  of  the  war 
and  canceUation  of  the  contracts  would  leave  the  company  with  a  stock 
of  material  specially  suited  to  war  purposes,  but  the  company  states 
that  the  walnut  logs  can  be  utilized  in  the  regular  business.  The  company 
figures  its  raw  material  at  cost  or  less,  even  though  the  market  has  ad- 
vanced. It  has  not  anticipated  any  profit  due  to  the  advance  in  the  price 
of  raw  material. 

It  has  quick  assets  of  nearly  2  to  1,  sells  largely  on  open  credit,  has 
one-quarter  of  its  assets  in  plants,  owns  but  a  small  tract  of  standing 
timber,  and  has  a  substantial  surplus.  It  has  made  money,  and  barring 
unfavorable  results  following  the  declaration  of  peace,  would  be  a  high-class 
risk. 
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STATEMENT  S 

JONES   &  BRO.,   CALIFORNIA 

Manufacturers  and  Jobbers  of  Overalls 

December  27,  1916 

Assets 

Cash  on  Hand  and  in  Bank $6,497.40 

Accounts   Receivable 42,080.58 

Bills  Receivable   122.21 

Merchandise — Finished   60,861.69 

Raw  Material 24,065.67 

$188,117.40 

Real   Estate    8,600.00 

Machinery  and  Fixtures 18,280.48 

Stock  in  H.  I.  J.  Co 10,000.00 

$164,897.83 

Liabilities 

Bills  Payable    $26,000.00 

Accounts  Payable 6,704.97 

$30,704.97 

Capital  Stock — Common   100,000.00 

Surplus    9,700.00 

Undivided  Profits 24,492.86 

$164,897.88 

(Signed)     JONES  &  BRO., 

By  John  Jones,  President 

[clothing  manufacturer's  statement] 
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ANALYSIS  OF  STATEMENT  S 

This  is  too  small  a  concern  to  issue  paper.  It  has  a  small 
working  cash  balance,  practically  nothing  in  bills  receivable,  as  it 
should  have;  but  little  real  estate,  and  a  ratio  of  4  to  1  in  quick 
assets.     It  is  a  good  statement. 


128  COMMERCIAL  PAPER 


STATEMENT  T 

BLANK  REFINING  CO.,  OKLAHOMA 

^Manufacturers   Cotton   Seed   Oil   Products 

May  28,  1917 

Assets 

Cash  on  Hand    $283.08 

Accounts  Receivable  (good) 79,413.98 

Accounts  Receivable   (Subsidiary  Com- 
pany)      , 18,668.62 

Merchandise  and  Raw  Material 66,297.49 

$163,563.02 

Real  Estate 8,700.00 

Machinery  and  Buildings 168,869.21 

Furniture  and  Fixtures   1,200.00 

Tank  Cars    10,000.00 

Wagons  and  Teams   862.00 

$363,184.28 
Liabilities 

Bills  Payable,  Bank $20,000.00 

Bank  Overdraft 2,140.10 

Accounts  Payable  for  Merchandise.  . . .      11,852.28 

Bills  Payable  on  Machinery 3,465.63 

Ice  Coupons  Outstanding 686.24 

$38,048.26 

Capital     90,000.00 

Surplus    90,000.00 

Undivided   Profits    186,140.98 

$858,184.28 

The  above  statement  verified,  shown  by  our  books  and  records, 
is  correct. 

(Signed)     F.  J.  Blank,  President 

Jno.  D.  Jones,  Secretary  and  Treasurer 

[cotton  seed  oil  statement] 
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ANALYSIS  OF  STATEMENT  T 

Here  is  a  concern  with  no  cash  on  hand^  and  a  bank  overdraft. 
It  has  accounts  receivable  from  its  subsidiary,  a  large  investment 
in  plant  «md  machinery  (nearly  one-half  the  total  assets)  and  a 
substantial  undivided  profits  account.  It  has  nominal  bills  payable, 
and  would  seem  to  be  cleaned  up  on  the  open-market  borrowings. 
It  should  not  offer  its  paper  in  the  broad  market,  inasmuch  as  it 
is  in  too  small  amount.    It  should  borrow  at  home. 

The  firm  undoubtedly  sells  ice  and  issues  rebate  coupons, 
which  are  outstanding  and  unredeemed  to  the  extent  of  $686.24, 
which  it  sets  up  as  a  liability. 
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STATEMENT  U 

THE  BLANK  MILLS,  INC.,  CHICAGO 

Manufacturers  Carpets,  Mattings,  Etc. 

June  80,  1917 

Assets 

Cash  on  Hand  and  in  Banks $25,345.88 

Accounts  Receivable   • , 164,068.62 

Raw  and  Finished  Merchandise 149,426.27 

$338,839.72 

Land,  Buildings,  Machinery  and  Fixtures 433,657.27 

Patterns     64,121.96 

Unexpired  Insurance 2,290.96 

Treasury  Stock 12,100.00 

$850,909.91 
Liabilities 

Bills  Payable $85,000.00 

Accounts  Payable 47,467.62 

Personal  Loans    27,000.00 

$169,467.62 

Capital  Stock 226,150.00 

Surplus    811,120.69 

Reserves   164,181.80 


$860,909.91 


(Signed)     BLANK  MILLS,  INC., 

By  John  Blank,  Treasurer 

Dun  Rating — B  1 
Bradstreet — L  A 

[carpet  manufacturer's  statement] 
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ANALYSIS  OF  STATEMENT  U 

Here  is  a  mill  statement,  and,  as  we  would  expect,  shows  most 
of  the  assets  in  land,  buildings  and  equipment — amoimting  to  over 
one-half  the  total  assets.  It  has  a  substantial  cash  balance,  but  has 
evidently  found  it  necessary  to  borrow  of  individuals  to  the  extent 
of  $27,000,  which  might  better  have  been  done  through  the  paper 
market,  inasmuch  as  it  shows  a  ratio  of  over  2.6  to  1.  It  would 
be  a  safe  purchase. 

"Reserves"  are  probably  offsets  to  the  valuation  on  real  estate, 
machinery  and  fixtures. 
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STATEMENT  V 


THE  LINOLEUM  &  RUG  CO.,  OHIO 
July  31,  1917 

Assets 

Cash     $81,136.15 

Accounts   Receivable    174,957.81 

Notes  Receivable   8,057.64 

Merchandise — Company's  Inventory.  . .    144,830.82 
Freight  paid  on  Fall  Merchandise.  . . .        3,594.47 

$412,575.89 

Furniture  and  Fixtures 734.41 

$413,310.30 
Liabilities 

Notes  Payable    $100,000.00 

Accounts  Payable    22,310.30 

$122,310.30 

Capital  Stock   250,000.00 

Profit  and  Loss  Surplus 26,000.00 

Reserve    for    Discounts,    Allowances    and    Other 

Purposes    15,000.00 


$413,310.30 
Certificate   of   Audit 

We  have  audited  the  books  and  accounts  of  The  Linoleum  & 
Rug  Co.  for  the  year  ended  July  31,  1917,  and  we  hereby  certify 
that,  in  our  opinion,  the  above  condensed  general  balance  sheet, 
July  81,  1917,  is  a  correct  statement  of  the  company's  condition 
at  that  date. 

(Signed)     HASKINS  &  SELLS, 

Certified  Public  Accountants 
(Signed)     THE  LINOLEUM  &  RUG  CO., 

By  A.  B.  X.,  Vice-President 
Incorporated  under  Ohio  laws  with  capital  stock  fully  paid  in 
of  $250,000.  The  officers  of  this  concern  are  Messrs.  V.  X.,  presi- 
dent, A.  B.  X.,  vice-president,  and  V.  G.  X.,  secretary.  Mr.  V.  X. 
has  been  in  this  line  of  business  for  the  past  eighteen  years  and 
understands  it  thoroughly. 

The  company's  borrowing  is  entirely  for  anticipating  merchan- 
dise bills. 

Endorsement — The  paper  is  endorsed  by  Messrs.  V.  X.  and 
A.  B.  X.,  who  state  they  are  worth  over  $300,000  outside  of  their 
interest  in  the  business. 

[linoleum  and  rug  statement] 
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ANALYSIS  OF  STATEMENT  V 

This  concern  has  a  large  cash  balance,  but  few  notes  receivable, 
and  furniture  and  fixtures  in  a  nominal  amount.  It  owns  no  real 
estate  and  its  assets  are,  therefore,  all  liquid.  From  the  comment 
we  conclude  that  the  management  is  experienced,  takes  the  dis- 
counts, and  the  paper  bears  the  endorsement  of  two  officials  who 
claim  a  personal  worth  of  three  times  the  amount  of  paper  out- 
standing. It  is  a  strong  statement,  even  though  the  total  assets 
are  under  half  a  million,  and  has  the  added  strength  of  the  per- 
sonal endorsements. 


10 
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STATEMENT  W 

SMITH  DRY  GOODS  CO.,  OREGON 

Department  Store 

June  80,  1917 

Assets 

Cash  on  Hand $8,031.18 

Cash  in  Banks 8,867.66 

Accounts   Receivable    (good) 99,670.87 

Notes  Receivable   (good) 6,984.28 

Merchandise  on  Hand  less  10% 178,092.26 

$290,986.09 

Unexpired  Insurance $672.86 

Personal  Accounts   (good) 10,647.48 

Accrued  Interest    81 1.86 

Store  Fixtures,  less  10% 22,448.40 

Stable  Equipment,  less  $898.46 1,000.00 

84,880.10 


$826,866.19 

Liabilities 

Accounts  Payable $7,084.01 

Butterick  Publishing  Co 600.00 

Accrued  Taxes   2,1 16.96 

$9,699.96 

Capital  Stock $268,000.00 

Earnings  for  year  1916-17 63,166.28 

816,166.28 


$826,866.19 
Net  Worth,  $268,000.00 


Bank  Accounts 


"  Chase  National  Bank,  New  York  City 
Metropolitan  National  Bank,  New  York  City 
State  National  Bank,  Texas 

^  American  National  Bank,  Texas 


[department  store  statement] 
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ANALYSIS  OF  STATEMENT  W 

This  is  an  unusually  strong  statement.  The  firm  is  relatively 
small^  but  we  are  impressed  with  the  ratio  of  quick  assets  to  liabil- 
ities, which  is  over  80  to  1.  It  could  pay  all  its  floating  debt  at 
any  time.  Its  earnings  are  over  20  per  cent,  of  its  capital.  They 
have  cleaned  up  before  making  this  statement  and  are  practically 
free  from  debt.  Their  paper  when  offered  would  be  of  prime 
quality. 
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STATEMENT  X 


ROE  LUMBER  CO.,  NEW  ENGLAND 
December  SI,  1916 

Assets 

Cash $33,999.82 

Accounts  and  Bills  Receivable 373,146.60 

Merchandise    406,334.79 

$813,480.21 

Timberlands    116,712.00 

Plant    678,239.08 

Personal  Estate   43,341.79 


Liabilities 

Bills   Payable $367,673.14 

Accounts  Payable 32,149.87 


$1,650,773.08 


$399,823.01 


Bills  Payable  to  A.  B.  X.,  endorser 100,900.00 

Permanent  Loan  from  friends,  largely  at  6%  in- 
terest      72,468.00 

Capital  Stock    800,000.00 

Surplus    \ 277,682.07 


$1,660,773.08 
We  discount  all  bills  and  have  no  indirect  or  contingent  liability. 

(Signed)     ROE  LUMBER  CO., 

By  A.  W.  Roe,  Treasurer 

Endorser — ^A.  B.  X.,  who  states  he  is  worth  over  $1,000,000, 
outside  of  the  business. 


Bank  Accounts  ^ 


National  Shawmut  Bank,  Boston,  Mass. 
Old  Colony  National  Bank,  Boston,  Mass. 
Maine  National  Bank,  Portland,  Me. 
Androscoggin  National  Bank,  Portland,  Me. 
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A.  B.  X.,  PERSONAL  STATEMENT 
January  1,  1917 

Assets 

Bills   Receivable    $327,398.56 

Stocks  and  Bonds   1,143,227.60 

Vessel  Property 62,147.10 

Real  Estate 89,966.98 

Personal  Property 11,276.00 

Accounts  Receivable   6,232.18 

Money  loaned,  due  on  demand 48,682.70 


Liabilities 

Notes  and  Accounts  Payable $80,111.06 

A.  B.  X.,  Net  Worth 1,593,818.91 


$1,628,929.97 


$1,628,929.97 


(Signed)     A.  B.  X. 
[lumber  statement  with  personal  statement] 


ANALYSIS  OF  STATEMENT  X 

This  lumber  company  has,  &s  would  be  expected,  a  large  investment  in 
plant  and  timberlands.  It  evidently  pays  by  notes,  inasmuch  as  we  find 
the  bills  payable  in  odd  amount,  A.  B.  X.  has  advanced  $100,900  and 
taken  the  company's  notes.  It  has  borrowed  from  friends  to  the  extent 
of  $72,468,  but  has  a  surplus  of  $277,000. 

From  the  personal  statement  of  A.  B.  X.,  we  find  added  strength  to 
the  paper  in  a  net  worth  of  a  million.  It  would  be  good  paper  in  itself 
and  with  the  strength  of  the  endorser  it  is  of  high  qualify. 
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STATEMENT  Y 

BIG  BROTHERS  CO.,  INC.,  MARYLAND 

Manufacturers   of   Cigars 

December  31,  1916 

ASSEOS 

Cash    $43,3^7.79 

Debtors: 

Trade  Debtors    $310,563.42 

Less  Reserve  for  doubtful  accts.  &  dis- 
counts          10,235.98 

300327.44 

Salesmen    $1,518.58 

Less  Reserve   1,289.58 

$229.00 

Sundry  Debtors    8,761.58 

8,990.58 

Inventories: 

Manufactured   Goods    14,573.49 

Tobacco  and  Goods  in  Process 370,215.31 

Supplies     11,905.04 

Revenue   Stamps    5,970.41 

Advertising   Supplies    847.50 

Investment    19,250.00 

$775,407.56 

Plant,  Land   and  Buildings $125,009.12 

Less  Reserve  10,000.00 

115,009.1» 

Equipment    $79,373.02 

Less  Reserve   10,202.84 

69,170.18 

Prepaid  Insurance,  Interest,  etc 3,525.44 

$963,112.30 

Liabilities 

Loans     $150,000.00 

Creditors: 

Trade  Creditors   57,685.97 

Sundry  Creditors   820.25 

Accrued  Wages    7,435.87 

Accrued  Bonus  and  (Commissions 3,756.18 

Accrued  Taxes   2,126.11 

$221,824.38 

Capital  stock:  6,332  shares  at  $100  each 633,200.00 

Undivided  Profits:  Bal.  Jan.  1,  1916 $69,058.65 

Net   Profits  1-1-16—12-31-16 156,023.89 

$225,082.54 
IMvidends   paid   during  year 116,994.62 

108,087.92 

$963,112.30 
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AuDiToa's  Certificate. 

We  have  audited  the  books  and  accounts  of  Big  Brothers  Company, 
Inc.,  for  the  year  ended  December  31,  1916,  and  have  compared  the 
annexed  balance  sheet  therewith. 

The  merchandise  on  hand,  as  inventoried  and  certifled  by  the  respon- 
sible officials  of  the  company,  is  valued  at  or  below  cost,  and  in  out 
judgment  sufficient  provision  has  been  made  for  all  probable  losses  upon 
customers'  accoimts,  and  the  provision  made  for  depreciation  in  respect 
of  the  operations  for  the  period  is  adequate. 

We  have  satisfied  ourselves  that  all  ascertainable  liabilities  have  been 
included  in  the  accounts. 

We  certify  that  the  annexed  balance  sheet,  in  our  opinion,  correctly 
sets  forth  the  financial  position  of  Big  Brothers  Co.,  Inc.,  at  December  31, 
1916. 

(Signed)     PRICE,  WATERHOUSE  &  CO., 

Certified  Public  Accountants 
(Signed)     BIG  BROTHERS  COMPANY,  INC. 
By  JoHK  Bio,  President 

Volume,  $2,160,164 

Endorsed,  J.  B.,  B.  B.  and  V.  B. 

[cigar  manufacturer'  statement] 


ANALYSIS  OF  STATEMENT  Y 

Here  is  a  cigar  manufacturer's  statement.  It  shows  a  large  cash  bal- 
ance. It  has  established  reserves  for  all  depreciation  in  doubtful  accoimts, 
discounts,  salesmen's  accounts,  plant  and  equipment  It  carries  a  large 
stock  of  tobacco  "in  process",  as  would  be  expected  of  a  large  manufac- 
turer of  cigars,  and  has  a  large  line  of  outstanding  book  accounts. 

It  has  taken  no  notes.  Revenue  stamps  are  equivalent  to  cash,  since 
they  may  be  redeemed.  The  total  quick  assets,  $775,407.56,  should  be  re- 
duced by  the  item  of  "investment",  $19,250,  and  advertising  supplies, 
$847.50,  to  show  the  real  quick  assets,  but  notwithstanding,  it  has  over 
3  to  1  and  it  is  a  good  statement. 

It  has  made  good  profits  and  paid  substantial  dividends  (nearly  20 
per  cent.). 

The  sales  volume  is  large, — over  $150,000  a  month.  It  would  pass  a 
close  test  as  prime  paper. 
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STATEMENT  Z 


A.  &  J.  CO.,  DELAWARE 

Wholesale  Millinery 

April  1,  1917 

Assets 

Cash  on  Hand  and  in  Banks $160,686.61 

Accounts    Receivable $188,448.10 

Less  Reserve  for  Disc. .       9,632.96 

178,815.15 

Bills  Receivable 14,950.12 

Loan  Account     70,702.58 

Sundry  Debtors    101,215.80 

Inventory  (Merchandise)    215,298.90 

Accrued  Interest    6,898.44 

Fixtures,  New  York $11,514.52 

Chicago    4,070.06 

San    Francisco       1,509.77 
Boston   400.00 

$17,494.35 

Less  Res.  for  Depr 6,956.37 

$10,537.98 

Patent  Rights 56,750.24 

Deferred  Charges   (Traveling) 4,763.56 

Reserve    for   Accrued    Dividends    on 

Employees*  stock   3,416.00 

Investment  Account  Stock  of  Blank 

Mercantile  Corporation 34,649.54 

Credit  Insurance   (unexpired) 468.75 


$748,467.50 


110,686.07 
$859,053.57 
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Liabilities 

Notes  Payable   $810,000.00 

SundTy  Creditors   44,416.61 

Capital  Stock $826,000.00 

Less  Value  of  unexpired 
Contracts  with  Em- 
ployees          26,000.00 

$800,000.00 

Surplus    177,221.96 

Reserve  for  unexpired  Contracts  with 

Employees     28,416.00 

Reserve  for  Bad  Debts 4,000.00 


$854,415.61 


504,687.96 
$869,068.67 


(Signed)     A.  &  J.  CO., 

By  B.  J.,  Treasurer 
Insurance  Carried — 96%-10P% 
Audited  and  found  correct — H.  G.,  C.  P.  A. 

[wholesale  millinery  statement] 


ANALYSIS  OF  STATEMENT  Z 

This  millinery  Arm  has  a  cash  balance  of  20  per  cent,  of  the  total 
assets,  ample  for  all  its  needs.  It  could  pay  its  "Sundry  Creditors'*  four 
times  over. 

It  has  made  a  deduction  for  trade  dlscoimts. 

It  has  a  loan  accoimt  of  $70,000,  which  probably  consists  of  loans  to 
employees,  or  advances  to  salesmen;  if  the  latter,  it  should  be  so  stated. 

It  has  "due  from  sundry  debtors"  $101,000,  and  we  might  well  inquire 
into  these  two  items  before  buying  the  paper. 

Its  merchandise  item  is  a  little  larger  than  the  accounts  receivable. 
Inventory  being  made  at  the  height  of  the  season,  its  stock  should  be  rela- 
tively low  and  the  book  accounts  high,  but  only  a  comparison  with  a 
statement  at  the  ebb  time  of  its  business  would  show  the  contrast. 

The  fixtures  are  scattered  in  four  places  and  scaled  30  per  cent.  The 
patent  rights  might  or  might  not  be  valuable. 

Its  investment  in  the  stock  of  the  Blank  Mercantile  Corporation  may 
be  for  various  reasons,  and  the  value  might  or  might  not  be  as  stated. 
Such  assets  are  difficult  to  appraise  without  inside  knowledge  of  the  facts. 
The  ratio  of  quick  assets  should  be  obtained  after  deducting  the  "locui 
account"  and  "sundry  debtors,"  which  might  be  slow  of  realization.  This 
leaves  the  ratio  1.6  to  1,  hardly  enough  for  millinery.  It  has  a  good-sized 
surplus,  carries  reserves  for  unexpired  contracts  and  bad  debts,  which 
are  proper  deductions. 

It  carries  from  95  to  100  per  cent,  insurance,  as  well  it  might,  A  Are 
in  a  millinery  establishment  is  disastrous. 

It  is  audited,  but  gives  no  gross  annual  sales. 

We  should  want  more  information,  and  careful  checking  before  buy- 
ing this  paper. 
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STATEMENT  AA 

A.  B.  C.  MUSIC  CO.,  MISSOURI 

Musical  Instruments 

April  30,  1916 

Assets 

Cash  in  Banks  and  on  Hand $125,287.63 

Cus.  Notes  &  Accts.  Rec $3,099,228.53 

Sales  Agents'  Balance 32,733.29 

Sundry  Debtors  14,203.38 

$3,146,165.20 
Less  Res.  for  Doubtful  Accts 406,376.87 

2,739,788.33 

Mdse.  Stocks  as  per  Inventories 1,069,649.63 

$3,934,725.59 

Real  Estate  1,250,200.00 

Leasehold  Property,   Equipment,  Furniture,  Fixtures,  Elec- 
tros, etc.,  less   depreciation 288,425.39 

Investments: 

The  Musical  Mfg.  Co.  Stock $594,000.00 

Other  Company  Investments 264,354,46 

Notes  &  Accts.  due  from  Allied  Cos 50,068.47 

—         908,422.93 

$6,381,773.91 
Liabilities 

Notes  Payable — Less  Interest $1,603,420.00 

Due  Stockholders  &  Employees 139,670,10 

Due  Sales  Agent,  Detroit 13,472.56 

Sundry    Accounts    Payable 372,724.05 

Accrued  Wages  &  Taxes 13,957,09 

The  Musical  Mfg.  Co 738,433.47 

Accrued  Dividends    8,974,58 

$2,890,651.85 

Real  Estate  Mortgages 342,000.00 

Insurance  Fund  Reserve  (see  below). 

Capital  Stock— Preferred    $1,500,000.00 

Capital  Stock — Common    1,500,000.00 

3,000,000,00 

Surplus  &  Undivided  Profits 149,122,06 


$6,381,773.91 


(Signed)     A.  B,  C,  CO., 

By  A.  B.  C,  Treasurer, 


Ccrtifled:  Thi  Examikino  Co.,  as  of  April  30,  1916. 
[music  houib  statement] 


COMMERCIAL  PAPER  143 


ANALYSIS  OF  STATEMENT  AA* 

Here  is  a  statement  of  a  large  musical  house.  It  has  several 
features  that  prompt  unfavorable  comment.  It  is  18  months  old. 
The  cash  is  ample.  Inasmuch  as  musical  instruments  are  sold  on 
time  payments,  both  in  the  form  of  notes  and  book  accounts,  it  is 
to  be  expected  that  accounts  receivable  and  bills  receivable  will  be 
much  in  evidence,  and  they  are  to  the  extent  of  $3,099,228.68,  and 
properly  so.  The  company,  no  doubt,  has  agencies  to  which  it 
charges  shipments  and  credits  payments,  and  the  net  balance  due 
from  its  agents  appears  as  "Sales  Agents'  Balances" — $32,788.29. 

The  reserve  for  doubtful  accounts  is  about  18  per  cent,  of  the 
item,  "Customers'  Notes  and  Accounts  Receivable"  showing  a  large 
shrinkage,  or  anticipated  shrinkage,  in  collections. 

The  real  estate  item  is  large,  and  properly  so,  inasmuch  as 
the  company  is  a  manufacturing  concern  and  needs  buildings  and 
equipment  for  its  operations.  There  is  a  subsidiary  in  the  form 
of  the  "Musical  Manufacturing  Co.,"  in  which  the  parent  concern 
has  a  large  investment,  nearly  $600,000.  It  has  other  investments, 
amounting  to  over  $300,000.  Altogether,  the  assets  are  not  sub- 
ject to  criticism.  But  turning  to  the  liabilities,  we  find  the  com- 
pany has  $1,603,420  of  commercial  paper  on  the  market,  a  con- 
siderable amount,  even  for  so  large  a  concern.  It  owes  stockhold- 
ers and  employees,  presumably  for  money  advanced  or  left  on  de- 
posit with  it,  $139,000.  It  has  accounts  payable  of  $872,724,  mak- 
ing a  total  of  quick  liabilities  of  nearly  two  million  dollars,  which, 
although  making  a  ratio  of  about  two  to  one,  may  become  an  ele- 
ment of  danger.  The  company  not  only  has  a  large  investment  in 
its  subsidiary  but  owes  it  $738,433,  and  we  would  want  more  in- 
formation as  to  this  alliance.  The  company  has  accumulated  a 
surplus  of  but  $49,000,  indicating  too  large  distribution  of  profits 
or  excessive  expenses  or  bad  management.  It  would  seem  to  have 
altogether  too  much  paper  on  the  market  and  while  the  concern  is 
strong  in  total  assets  may  prove  weak  under  severe  strain.  It 
would  be  safe  to  leave  this  paper  alone. 


*NOTE: — The  preceding  statements  are  all  to  a  large  degree  satisfac- 
tory. The  paper  of  any  or  all  the  concerns  would  be  a  safe  banking  risk. 
The  following  statements  have  weaknesses  as  pointed  out,  and  the  paper 
should  not  be  purchased  without  due  inquiry. — ^W.  H.  K.,  Jr. 
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STATEMENT  BB 

THE  X.  Y.  Z.  RUBBER  CO.,  KANSAS 
Manufacturers 
October  1,  1917 

Assets 

Cash    $46,386.92 

Bills  Receivable 160,667.80 

Accounts  Receivable 911,840.60 

Merchandise 684,180.38 

Rubber    1,010,623.29 

Other  Material  and  Supplies 166,700.76 

$2,868,299.69 

Real  Estate  and  Buildings 913,260.83 

Machinery  and  Tools 1,080,012.82 

Office  Furniture  and  Fixtures 46,968.79 

Interest  and  Insurance  Prepaid 30,137.60 

Trade  Marks  and  Patents,  Good  Will 2,007,600.00 

$6,946,179.63 
Liabilities 

Bills   Payable    $1,400,000.00 

Accounts  Payable   (including  payroll 
since  paid  and  building  material  on 

the  ground)    240,380.44 

Accrued  Taxes 12,864.12 

$1,663,234.66 

Common  Stock 2,600,000.00 

Preferred  Stock 2,600,000.00 

Surplus    291,946.07 

$6,946,179.63 

Analysis  op  Surplus 

Surplus,  July  1,   1916 $831,746.99 

Earnings  July  1,  1916,  to  Oct.  1,  1917      962,962.02 

$1,784,699.01 

Less  Common  Stock  Dividend $1,000,000.00 

Depreciation    and    Expense    of    in- 
creased Capitalization 232,796.94 

Dividends  Paid,  July  1,  1916  to  Oct. 

1,  1917 269,968.00 

1,492,763.94 

$291,946.07 
[rubber  company's  statement] 
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ANALYSIS  OF  STATEMENT  BB 

While  the  ratio  in  this  statement  is  nearly  three  to  one,  and, 
therefore,  satisfactory,  there  are  two  features  in  the  statement  that 
merit  criticism,  namely:  The  item  of  Trade  Marks,  Patents  and 
Good  Will  is  nearly  one-third  the  total  assets,  and,  as  explained 
elsewhere  in  the  text.  Good  Will  is  an  uncertain  quantity,  subject 
to  many  vicissitudes.  This  is  a  rubber  company,  and,  no  doubt, 
manufactures  automobile  tires.  The  competition  is  becoming  more 
and  more  keen  in  automobile  supplies  and  the  company  must  spend 
large  amounts  advertising  and  cultivating  the  good  will  in  order 
to  hold  it. 

The  analysis  of  surplus  discloses  the  fact  that  the  company 
earned  $962,962  in  fifteen  months,  which,  added  to  the  accmnu- 
lated  surplus,  made  a  total  of  $1,784,699.  They  declared  a  divi- 
dend upon  the  common  stock,  which  in  this  case  might  possibly 
represent  the  good  will  in  the  asset  column.  They  paid  dividends 
on  the  other  class  of  stock  amounting  to  $269,968,  thus  reducing 
the  surplus  to  $291,946,  or  two-thirds  less  than  at  the  beginning 
of  the  period  under  review.  It  is  not  good  business  to  thus  de- 
preciate past  accumulations  and  indicates  management  open  to 
question.  Somebody  has,  no  doubt,  profited  by  this  financing.  This 
dividend  may  enhance  the  value  of  the  stock  on  the  market,  but 
the  company  cannot  repeat  the  process  often.  It  may  have  been 
a  "melon  cutting,"  which  while  profitable  for  the  moment,  may  not 
be  in  the  long  run.  We  would  want  explanations  in  detail  before 
buying  this  paper  to  any  great  extent. 


10 
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STATEMENT  CC 

JOHN  DOE  CHEMICAL  CO.,  ALABAMA 

Wholesale  Drugs  and  Sundries 

April  20,  1916 

Assets 

Cash $4,677.04. 

Accounts  Receivable  (good) 96,707.84 

Bills  Receivable    (good) 134,771.03 

Mdse.  finished  (market  value) 186,116.30 

$421,172.21 

Real  Estate   92,076.00 

Machinery  and  Fixtures 67,164.06 

Catalogues,  Stationery,  Labels,  etc 63,264.67 

Organization  Expense 63,228.06 

$686,893.89 
Liabilities 

Bills  Payable   $347,600.00 

Accounts  Payable 57,393.89 

$404,893.89 

Money  advanced  by  John  Doe  and  Richard  Doe. .  .  132,000.00 

Mortgage  due  July  1,  1916 60,000.00 

Capital  Stock 60,000.00 

Surplus 40,000.00 

$686,893.89 

(Signed)     JOHN  DOE  CHEMICAL  CO., 

By  John  Doe,  Trenxurer 

Bank  Account — Mobile  Savings  Bank,  Mobile^  Ala. 
[chemical  statement] 
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ANALYSIS  OF  STATEMENT  CC 

There  are  several  features  about  this  statement  that  are  un- 
satisfactory. In  the  first  place,  it  is  an  old  statement — too  old  for 
current  purposes.  It  is  unaudited.  The  cash  would  seem  sufficient. 
The  accounts  receivable  are  one-half  the  stock  on  hand.  The  bills 
receivable  are  out  of  all  proportion  and  either  indicate  poor  collec- 
tion methods  or  doubtful  accounts  thus  liquidated.  Drugs  are 
mostly  quick  sellers.  The  retailer  orders  as  his  needs  require,  and 
to  find  bills  receivable  in  evidence  in  a  drug  statement  is  a 
warning  to  investigate  carefully  before  makiner  a  purchase  of  such 
paper. 

The  merchiindise  is  inventoried  at  selling  prices  (evidently) 
unless  the  term  "market  value"  can  be  construed  cost  or  replace- 
ment value. 

The  real  estate  is  large  and  merits  inquiry.  Machinery  and 
fixtures  are  also  large  and  show  no  provision  for  depreciation. 
The  firm  has  evidently  plimged  into  an  expensive  catalogue  ex- 
pense, bought  large  quantities  of  stationery,  labels,  etc.,  which  is 
not  a  good  policy.  The  organization  expense  account  indicates 
that  this  is  a  new  concern,  and  has  not  yet  charged  off  its  initial 
expenses  out  of  profits. 

The  ratio  of  quick  assets  to  quick  liabilities  is  about  even,  and, 
therefore,  if  each  asset  liquidated  in  full  it  would  barely  meet 
the  debts. 

Bills  payable  are  about  one-half  the  total  worth  of  the  concern. 
The  proprietors  have  advanced  large  sums  of  money  up  to  this 
date,  other  than  their  capital  stock  investment.  There  is  an  ele- 
ment of  risk  in  the  mortgage  falling  due  on  July  1,  1916,  for 
which  no  apparent  provision  has  been  made.  If  these  doubtful 
points  were  not  cleared  up  satisfactorily,  the  paper  would  be  a 
poor  risk,  and  even  though  they  were,  it  would  not  be  more  than 
a  fair  one.     It  would  be  good  policy  to  leave  it  alone. 
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STATEMENT  DD 

THE  W.  R.  C.  CO.,  CHICAGO 

Wholesale  Dry  Goods 

October  81,  1917 

Assets 

Cash    $139,956.48 

Notes   Receivable    (Customers) 102,451.71 

Accounts  Receivable: 

Customers   $549,058.40 

Advance  on  Purchases 884.81 

Individuals  &  Companies 10,311.24 

560,254.45 

Inventories— Mdse.  &  Supplies 583,847.20 

$1,386,509.84 

Deposits — Reciprocal    Insurance    2,305.52 

Investments    25,000.00 

Furniture  &  Fixtures $150,207.54 

Less  Reserve   46,707.54 

$103,500.00 

Automobile  Trucks    7,000.00 

Real  Estate   $230,000.00 

Less  Mortgage    £17,500.00 

12,500.00 

123,000.00 

Prepaid   Insurance  &  Expenses 8,891.72 

Suspense  Accoimts   8,632.03 

$1,554,339.11 
Liabilities 

Notes  Payable   $1,405,000.00 

Accounts  Payable: 

Purchases    $80,109.62 

Customers'  Credit  Balances 1,608.14 

Individuals    &    Companies 34,563.84 

Accrued  Wages  &  Expense 3,381.77 

. 119,663.37 

Surplus    29,675.74 

$1,554,339.11 

(Signed)     THE  W.  C.  R.  CO., 

By  W.  C.  R.,  President 

[wholesale  dry  goods  statement] 
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ANALYSIS  OF  STATEMENT  DD 

This  company's  statement  is  open  to  criticism  in  several  mat- 
ters. For  a  dry  goods  house  it  has  altogether  too  many  notes  re- 
ceivable. Judging  from  the  amount  due  on  accounts  receivable,  it 
evidently  does  not  and  should  not  sell  on  promissory  notes,  and 
these  notes  must  of  necessity  be  for  doubtful  accounts,  at  least 
accounts  overdue  and  settled  in  this  manner. 

The  accounts  receivable  are  much  too  large.  Not  having  the 
volume  of  sales  we  cannot  tell  what  proportion  these  accounts  bear 
to  the  sales,  but  they  form  one-third  the  total  quick  assets,  and 
better  collection  methods  would  be  a  proper  innovation. 

The  investment  in  furniture  and  fixtures  would  seem  to  be  en- 
tirely too  large,  and  the  company  has  apparently  spent  too  much 
in  equipment.  ^Vholesale  dry  goods  do  not  need  the  same  display 
as  retailing  in  the  same  line,  and  this  item  would  bear  investigation. 

The  equity  in  the  real  estate  is  practically  nothing,  inasmuch 
as  it  is  mortgaged  for  its  full  value. 

The  notes  payable  in  the  sum  of  $1,406,000  are  greater  than 
the  entire  quick  assets  and  our  margin  of  safety  is  gone.  The  com- 
pany is  doing  business  on  borrowed  money,  and  its  capital  is  in 
furniture  and  fixtures.  There  is  strong  likelihood  that  as  a  going 
concern  the  company  is  in  a  precarious  position,  and  its  paper 
would  not  be  a  proper  bank  investment  unless  fully  protected  by 
strong  endorsement,  and  this  in  itself  is  an  evidence  of  weakness. 
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STATEMENT  EE 

THE  A.  B.  X.  CO.,  CALIFORNIA 

Leather  Manufacturers 

March  81,  1917 

Assets 

Cash  in  Banks  and  on  Hand $80,407.26 

Notes  Receivable   21,306.02 

Accounts  Receivable,  net  of  reserve 199,313.27 

Inventories : 

Leather  on  Consignment $112,264.37* 

Finished  Leather  and  Cut  Soles..  447,871.05 

Leather  in  Process 250,089.75 

Raw  Hides   80,867.44 

Tanning  and  Other  Supplies 90,541.66 

981,634.27 

Note:  Neither  the  inventory  nor  the 
liabilities  includes  hades  valued  at  approxi- 
mately $72,000,  which  were  shipped  in  by 
sellers  prior  to  March  31,  1916,  although  de- 
livery had  been  contracted  for  later  dates. 
Deferred  Accounts: 
Advances  for  the  purchase  of  Hides;  Sales- 
men's Advances;  Unexpired  Insurance..  18,429.53 

Investments    in    Companies    other    than    those 

whose  stock  is  wholly  owned  by  J.  W.  and 

A.  P.  X.  &  Co.,  Ltd.  and  Collateral  Loan 

Plants: 

Land,    Tannery    Buildings,    Machinery    and 

Equipment,  Workmen's  Dwellings,  etc 337,318,85 

Less  Reserve  for  Depreciation 69,903.21 

Liabilities 
Notes  Payable: 

Banks     $409,000.00 

Individuals    7,113.54 

$416,113.54 

Accounts   Payable 4,613.89 

Doe  Hide  &  Leather  Co 13,999.80 

Capital: 

Capital   Stock    $300,000.00 

Surplus    892,367.91 


$1,301,090.35 


58,589.15 


267,415.64 


$1,627,095.14 


$434,727.23 


1,192,367.91 
$1,627,095.14 


*At  selling  values,  all  other  items  in  inventory  at  cost  or  less. 
[leather  statement] 
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ANALYSIS  OF  STATEMENT  EE 

There  is  but  one  item  in  this  statement  that  prompts  unfavor- 
able comment,  namely,  the  "Leather  on  Consignment".  Consign- 
ment goods  do  not  belong  to  the  consignee,  and  form  no  part  of 
his  assets,  and  should  not  be  so  listed  unless  they  are 
not  consignments,  but  purchases.  In  this  case  we  have  no 
corresponding  liability,  unless  it  be  in  the  commercial 
paper  outstanding.  If  the  proceeds  of  the  sold  paper  have 
been  applied  to  the  payment  of  the  leather  on  consignment,  then  it 
should  be  listed  as  merchandise,  finished  or  unfinished,  as  the  case 
may  be,  but  not  as  consignment  goods,  which  opens  the  question 
of  ownership.  The  investments  in  other  companies  is  not  a  large 
item,  and  a  list  of  these  investments  would  not,  as  a  general  rule, 
be  self-explanatory,  inasmuch  as  such  investments  are  usually  in 
allied  corporations,  and  an  appraisal  of  such  stock  is  not  an  easy 
matter  to  obtain.  The  margin  of  safety  here  is  sufficient  to  cover 
the  doubtful  points,  inasmuch  as  leather  is  a  necessity  and  has  a 
ready  market,  but  more  light  covering  the  above  points  would  be 
acceptable. 
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STATEMENT  FF 

BLANK  WORSTED   MILLS,   MASSACHUSETTS 
July  81,  1916 

Assets 

Cash  on  Hand  and  in  Banks $1,627.45 

Accounts  Receivable 24.3,262.86 

Inventory 668,608.96 

$913,299.27 

Real  Estate 363,794.68 

Machinery,  Tools  and  Fixtures 805,868.40 


$1,682,947.80 


Liabilities 


Notes  Payable $192,000.00 

Accounts  Payable 85,797.28 

$277,797.28 

Bonds  on  Real  Estate  and  Machinery  due  1917.  . .  600,000.00 

Capital  Stock    600,000.00 

Surplus  Ded  31,  1915 $338,939.25 

Less:  6%  Int.  on  Bonds $30,000.00 

2%  Dividend  Paid...    10,000.00 

40,000.00 

$298,939.25 
Net  Profit  for  Year 6,210.77 

Present  Surplus  Account $306,150.02  305,150.02 

$1,582,947.80 

(Signed)     BLANK   WORSTED   MILLS, 

By  L.  M.  Blank,  President 
Volume— $1,461,960.91 

[woolen  mill  statement] 
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ANALYSIS  OF  STATEMENT  FF 

The  statement  of  the  Blank  Worsted  Mills  is  over  a  year  old. 
The  cash  on  hand  is  entirely  too  small  to  operate  such  a  large 
concern.  The  real  estate  does  not  show  any  provision  for  depre- 
ciation, nor  does  the  item  of  machinery,  tools,  etc.  The  ratio  of 
quick  assets  to  quick  liabilities  is  about  three  to  one,  and  is,  there- 
fore, quite  satisfactory.  The  bonds  on  the  real  estate  and  machin- 
ery are  nearly  five-sixths  of  the  holding  value  of  the  plant  and  fur- 
nishings, and  mature  in  1917,  a  dangerous  element,  due  to  war 
conditions.  It  may  not  be  possible  to  refund  these  bonds  at  satis- 
factory rates,  and  provision  should  have  been  made  long  in  ad- 
vance of  their  maturity  to  replace  them  with  a  new  issue,  which 
fact  should  be  stated.  The  net  earnings  are  but  $6,210.77,  al- 
though the  accumulated  surplus  is  large.  The  dividend  of  $10,000 
would  not  seem  to  have  been  justified  out  of  earnings.  The  com- 
pany's affairs  need  close  examination  to  determine  the  reason  for 
the  weaknesses  above  noted,  for  although  the  volume  of  business  is 
large,  the  profits  are  relatively  small.  Collections  should  be  closely 
followed  up,  and  the  working  cash  balance  considerably  strength- 
ened. 
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STATEMENT  GG 


THE  BLANK  DRUG  CO.,  OREGON 
August  31,  1916 

Assets 

Cash  on  Hand  and  in  Bank $8,414.16 

Notes  Receivable  (for  Mdse.  Sold)...    149,821.91 
Notes  Receivable  (for  Cash  Advances)     86,532.48 

Accounts   Receivable    627,491.88 

Merchandise     (Cost    Price)     including 

Goods  in  Transit  680,880.86 

$1,862,640.19 

Investment    1 1,586.88 

Equipment 74,092.82 

Advanced  Expenses 8,427.42 


,446,746.81 


Liabilities 

Accounts  Payable $174,666.06 

Notes  Payable    264,300.00 

$488,966.06 

Reserve  for  Depreciation,  Losses  and  Taxes 101,726.20 

Capital  Stock   250,000.00 

Surplus  666,064.66 


$1,446,746.81 


In  addition  to  the  above,  there  exists  a  contingent  liability  on 
account  of  Accommodation  Endorsement  of  Customers'  Notes 
amounting  to  $62,364.89. 

We  have  audited  the  accounts  of  the  Blank  Drug  Co.  for  the 
fiscal  year  ended  August  81,  1916.  We  hereby  certify  that  the 
above  statement  of  assets  and  liabilities  is,  in  our  opinion,  a  true 
and  correct  statement  of  the  financial  condition  of  said  company 
as  shown  by  their  books  on  the  date  of  our  audit.     Respectfully, 

(Signed)     DOE  &  CO., 

Certified  Public  Accountants 

(Signed)     BLANK  DRUG  CO., 

By  B.  A.  Blank>  President 

[drug  statement] 
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ANALYSIS  OF  STATEMENT  GG 

This  statement  has  several  features  that  would  bear  investigar 

A.  The  notes  receivable  for  merchandise: 

It  is  not  the  custom  in  wholesale  drugs  to  sell  on  notes 
receivable.  Before  passing  this  item,  we  would  want 
specific  information  as  to  the  reason  for  this  practice.  It 
may  be,  the  concern  has  old  customers  who  prefer  to  give 
their  notes  rather  than  to  buy  on  open  account;  if  not, 
they  may  represent  slow  and  doubtful  accounts,  which 
are  an  element  of  danger. 

B.  Notes  receivable  for  cash  advances: 

This  would  indicate  that  the  company  has  loaned  money 
and  taken  notes  in  payment.  It  would  not  make  such 
loans  except  to  members  of  the  firm,  friends,  or  relatives, 
and  if  this  is  the  case,  it  is  a  dangerous  practice  and  would 
condemn  the  management.  It  would  indicate  that  the 
borrowers  have  exhausted  their  banking  credit  and  have 
secured  cash  advances  from  the  firm.  In  any  event,  it  is 
improper  to  loan  company  money  to  individuals. 

Before  considering  this  statement  further,  we  would  want  this 
item  cleared  up  satisfactorily,  for  it  shows  a  free  and  easy  method 
with  the  firm's  money  that  can  only  result  in  trouble.  It  is  the 
business  of  this  firm  to  sell  drugs,  and  not  to  lend  money,  and  if 
this  practise  is  continued,  it  will  seriously  weaken  their  liquid 
condition. 

C.  Merchandise,  including  goods  in  transit: 

This  item  includes  goods  not  yet  received  in  stock,  and 
unless  the  invoices  are  listed  as  a  liability  the  goods  in 
transit  should  be  eliminated  from  the  assets. 
The  accounts  payable  would  seem  to  be  too  large,  and 
if  the  sales  were  known,  this  feature  could  be  discussed 
more  intelligently.  The  concern  has  held  back  payment 
on  its  accounts,  taken  notes  for  its  sales,  loaned  money 
to  individuals,  and  discounted  its  receivables  with  a  con- 
tingent liability  of  $62,000,  all  of  which  is  open  to  criticism. 
It  would  be  better  accounting  to  show  the  notes  receivable 
less  those  discounted. 

Altogether,  it  is  not  a  satisfactory  statement. 
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STATEMENT  HH 


THE  SWEET  CANDY  CO.,  NEW  ORLEANS 

Manufacturers  Cocoa  and  Chocolate 

January  1,  1917 

Assets 

Cash $67,640.74 

Accounts  Receivable 853,236.42 

Notes  Receivable   35,413.64 

Merchandise    483,167.79 

—        $939,448.69 

Real  Estate  and  Buildings $267,160.74 

Less  Mortgages 81,000.00 

186,160.74 

Machinery  and  Fixtures    $474,214.28 

Less  Reserve  for  Depreciation 20,000.00 

454,214.28 

Sundry  Advances  to  Salesmen,  Employees,  etc. . . .  12,887.09 

Loans  to  Customers  on  Collateral   ,. . . .  102,690.88 

Stock — James  Van  Dyk  Co 1,000.00 

Automobiles 18,166.21 

New  York  City  Bond 616.46 

Insurance — Unexpired  Portion  and  Surrender  Value  1,962.48 

Good  Will,  Trade  Marks,  etc 449,670.89 

$2,161,696.62 
Liabilities 

Accounts  Payable $89,580.46 

Notes  Payable    160,000.00 

Deposits 10,772.82 

Sundry  Personal  Credits 16,137.39 

$276,490.17 

Reserve  for  Bad  Debts   10,000.00 

Capital  Stock — Authorized  and   Issued 1,250,000.00 

Surplus    626,206.86 


5,161,696.62 


This  is  to  certify  that  we  have  audited  the  books  of  your  com- 
pany for  the  year  1916  and  that  the  annexed  financial  statement 
reflects,  in  our  opinion,  the  true  condition  of  your  company  as  at 
January  1,  1917.  This  certificate  is  qualified  to  the  extent  that 
the  inventory  values  are  as  prepared  by  and  supplied  to  us  by  you. 

(Signed)     R.  &.  W., 
Certified  Public  Accountants 
(Signed)     SWEET  CANDY  CO., 

By  W.  M.  Sweet,  Treasurer 

[candy  statbmbnt] 
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ANALYSIS  OF  STATEMENT  HH 

The  Sweet  Candy  Co.  presents  a  good  statement  of  condition, 
the  quick  assets  being  over  three  to  one.  There  is  one  unusual  item 
in  the  assets,  namely,  the  loans  to  customers  on  collateral  to  the 
extent  of  $102,690.  They  have  evidently  done  a  banking  business, 
for  such  advances  are  banking  operations  and  have  no  place  in  a 
manufacturing  statement.  The  good  will,  trade  marks,  etc.,  is 
large,  nearly  20  per  cent,  of  the  total  assets.  This  is  always  a 
problematical  element  and  is  best  carried  at  a  nominal  figure.  They 
have  received  funds  for  safe  keeping  from  employees  or  friends, 
or  both,  and  set  up  a  liability  of  $25,919  to  represent  this  end  of 
their  banking  operations.  They  make  a  well-known  brand  of 
chocolates,  the  stock  is  quickly  convertible  and  the  paper  would  be 
well  regarded  in  banking  circles. 
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STATEMENT  II 


THE  M.  T.  CO.,  UTAH 

Wholesale  Dry  Goods 

December  81,  1916 

Assets 

Cash  on  Hand  and  in  Banks $43^108.37 

Accounts    Receivable $242,679.24 

Notes  Receivable   3,973.09 


$246,662.33 
Less:    Reserve   for    Cash 

Dis.  and  possible  losses       5,615.03 

241,037.30 

Merchandise  Inventory   442,241.66 

$726,387.88 

Real  Estate  at  cost,  subject  to  a  First  Mortgage 

of  $2,000    8,683.86 

Furniture  and  Fixtures  (less  depreciation) 3,000.00 

Automobiles    (less   depreciation) 1,000.00 

Printing  Equipment     1,324.42 

Advances  to  Salesmen  on  account  of  expenses,  etc.  61,086.00 

Unexpired  Insurance,  Interest,  Stationery,  etc. . . .  4,624.98 


Sales,  $1,277,600 


$791,005.08 


Liabilities 

Notes  Payable  to  Brokers $145,000.00 

Accounts  Payable 118,294.18 

Accrued  Taxes   7,973.70 

Due  to  Officers  of  Company 9,166.99 

$280,438.87 

Reserve   Account    60,000.00 

Capital  Stock— 1,000  shares  of  $100  each 100,000.00 

Surplus    69,011.52 

Contributed  Surplus — Non-interest  bearing  and  not 

subject  to  withdrawal   281,659.69 


$791,006.08 


Note:     The  Company  carries  insurance  of  $100,000  on  the 
lives  of  its  Vice-President,  Secretary  and  Treasurer. 

[wholesale  dry  goods  statement] 
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ANALYSIS  OF  STATEMENT  II 

This  is  a  good  statement  in  the  ratio  of  quick  assets  to  quick 
liabilities,  and  there  is  but  one  item  that  merits  criticism.  The 
advances  to  salesmen  is  large — $51,086.  Just  why  the  company 
should  make  such  heavy  advances  is  not  stated,  and  it  would  jus- 
tify inquiry.  It  is  common  to  make  small  advances  to  salesmen 
for  expenses,  drawing  accounts,  etc.,  but  in  a  concern  of  this  size 
the  amount  of  these  prepayments  should  not  be  so  great.  The 
sales  are  about  $100,000  a  month,  and  allowing  for  a  profit  of  26 
per  cent.,  give  about  two  months'  sales  on  the  books,  which  in 
wholesaling  would  not  be  excessive.  The  merchandise  will  supply 
stock  for  about  four  months,  and  only  one  month's  purchases  are 
unpaid. 

We  have  two  surplus  funds — the  earned  surplus  and  the  con- 
tributed. The  latter  is  not  subject  to  distribution,  and  was  doubt- 
less created  by  selling  the  stock  at  a  premium.  The  company  car- 
ries a  reserve  account  of  $60,000,  insurance  on  the  lives  of  its  of- 
ficers, and  has  a  nominal  investment  in  real  estate.  Altogether  the 
statement  is  satisfactory,  and  receiving  satisfactory  reasons  for 
the  advances  to  salesmen,  would  pass  as  good  paper  to  hold. 
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SUPPLEMENT  TO  SECOND  EDITION 

1920 

The  following  statements  are  appended  to  the  second 
edition  to  show  the  item  of  "reserves  for  income  tax" 
and  also  to  show  actual  comment  of  banks  on  the  several 
statements.  The  paper  of  these  concerns  has  been  pur- 
chased by  the  writer's  bank,  upon  analysis  of  the  state- 
ments and  favorable  reports  from  the  banks  as  shown 
herewith. 

STATEMENT  JJ 


THE  V.  B.  X.  CO. 

Varnishes  and  Paints 

Columbus,  O. 

December  31,  1919 

Assets: 

Cash  in  Bank  and  on  Hand. $   128,062.68 

Accounts  Receivable: 

Customers    $677,026.69 

Less:  Reserve  for  Uncollectible  6,697.55 


$670,329.14 
Transportation  Claims ....        21,035.14 


691,364.28 

Notes  Receivable 10,948.20 

Inventory — Raw  and  Finished  Materials 1,423,166.09 

•    $2,253,541.25 

The  A.  B.  C.  Varnish  Co.  of  California  (Open  Account) 62,210.76 

The  City  Paint  and  Varnish  Co.  (Open  Account) 51,959.48 

Land 167,440.44 

Buildings $    780,743.11 

Machinery  and  Equipment 587,289.56 


$1,368,032.67 
Less:    Reserve  for  Depreciation 253,911.47 


1,114,121.20 

Drums  50,217.98 

Investments : 

Common   Stock— The   A.    B.    C.   Varnish   Co.    of   Calif. 

(Par  $160,000) 119,084.99 

Bonds— The  City  Paint  and  Varnish  Co.  (Par  $96,300)  . .  89^18.05 
Preferred  Stock— The  City  Paint  and  Varnish  Co.  (Par 

$116,306)  29,076.50 

Common  Stock— The  City  Paint  and  Varnish  Co.   (Par 

$100,000) 1.00 

Miscellaneous  Stocks  and  Bonds 13,845.00 

Reserve  Funds: 

Deposited  for  Bond  Coupon  Interest  (Contra) 1,019.00 

Deposited  for  Retirement  of  Bonds 4,166.66 

Advertising  Matter 5,230.02 

Salesmen's  Advances,  etc 8,021.68 

Sundry  Prepaid  Expenses,  Supplies,  etc. 16,072.92 

$3,985,306.93 
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I    TATlTTTnPS* 

Notes  Payable  $690,000.00 

Accounts  Payable: 

Unpaid  Vouchers    $271,301.08 
Accounts  Receivable: 

Credit  Balance...  26,650.46 
Dividends  Payable  22,500.00 
Due  Salesmen  and 

Miscellaneous        34,386.66      354,838.20 

$1,044,838.20 

Accrued : 

Interest  on  Bonds  (Contra)..     $     1,019.00 

Taxes    22,303.18 

Federal  Taxes   57,213.96 

80,536.14 

Reserve  for  Linseed  Oil  Purchases 1,829.81 

Bonded  Debt  (Balance  original  issue  of  $500,000)         175,000.00 

$1,302,204.15 

Capital  Stock— Preferred  Outstanding $1,500,000.00 

Capital  Stock — Common  Outstanding . . 1,000,000.00 

.      2,500,000.00 

Surplus—December  31,  1919 183,122.78 

$3,985326.93 

SALES— ^,028,578.56.  PROFITS— ^40,266.39  after  setting  up  Reserve 
for  Taxes. 

DIVIDENDS— ^0,000. 

BANK  ACCOUNTS— Mechanics  and  Metals  National  Bank,  New  York, 
N.  Y.;  Union-Commerce  Bank,  Cleveland,  Ohio;  Central  National  Bank, 
Cleveland,  Ohio;  National  City  Bank,  New  York,  N.  Y. 

ANALYSIS  OF  STATEMENT  JJ 

The  writer  once  used  a  quantity  of  varnish  and  paint  made  by 
this  firm,  and  found  it  all  that  their  extensive  advertising  claimed 
for  it.  It  is  quite  natural  that  one  should  be  prejudiced  in  favor 
of  any  concern's  paper,  after  such  a  satisfactory  experience.  Ap- 
proaching this  statement  in  a  favorable  frame  of  mind,  let  us  see 
if  the  good  opinion  is  justified. 

The  ratio  is  22  to  13,  or  not  quite  two  to  one.  Notes  receiv- 
able are  small — $10,900.  The  accounts  receivable  are  about  one- 
quarter  the  total  quick  assets,  and  this  is  to  be  expected,  since  they 
sell  to  retailers  on  open  account.  Allowing  a  gross  profit  of  40 
per  cent.,  the  merchandise  sold  has  cost  about  $3,600,000,  and 
sales  are  at  the  rate  of  $260,000  a  month.  The  accounts  therefore 
represent  less  than  90  days'  sales,  and  would  be  normal.  Stock 
has  been  turned  twice  during  the  year.  There  is  a  large  invest- 
ment in  land  and  buildings,  scaled,  and  also  in  other  companies. 
The  profits  have  been  about  7  per  cent,  on  total  sales  and  about 
15  per  cent,  on  the  total  capitalization.  However,  the  dividends 
were  only  $90,000,  or  about  one-quarter  the  total  profits.  There 
is  a  reserve  for  Federal  taxes.  (This  company  makes  a  gloss  paint 
under  a  trade  name,  which  has  been  widely  advertised  and  has  an 
element  of  good  will,  which  is  not  listed  as  an  asset.) 
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CHECKING  LETTERS 

New  York,  August  16,  1920. 

Replying  to  your  letter  of  the  14th  instant,  the  V.  B.  X.  Com- 
pany, of  Columbus,  Ohio,  has  been  a  customer  here  since  March  of 
1918  and  our  relations  during  that  time  have  been  entirely  agree- 
able. We  are  pleased  to  take  care  of  their  loaning  requirements 
here,  which  are  not  excessive,  and  balances  are  maintained  in  good 
proportions.  The  management  and  control  rest  in  the  hands  of 
capable  men  who  were  formerly  allied  with  the  S.  W.  Company, 
the  well-known  paint  house  of  Cleveland,  and  under  their  direction 
the  business  appears  to  be  meeting  with  success. 

The  company's  latest  financial  exhibit,  as  of  December  31, 
1919,  indicates  a  strong  liquid  condition  and  we  believe  should 
entitle  them  to  favorable  consideration.  Checkings  from  other  quar- 
ters are  of  a  complimentary  nature,  and  altogether  we  feel  they 
are  responsible  for  their  obligations. 

Vice-Presiden  t. 

Cleveland,  August  18,  1920. 

We  have  enjoyed  business  relations  for  some  time  with  the 
V.  B.  X.  Company,  who  succeeded  to  the  business   of  the  Blank 

Varnish  Company.     Under  the  able  management  of  Mr 

and  his  associates  the  business  is  expanding  rapidly  and  is  well 
in  hand. 

In  1918  we  loaned  the  company  up  to  $350,000.00;  their  high 
point  this  year  has  been  $325,000.00.  These  figures  will 
show  you  the  esteem  in  which  the  account  is  held  by  us  and  our 
judgment  on  the  name.    We  think  they  make  a  perfectly  good  note. 

Vice-President. 
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STATEMENT  KK 

GENERAL  CONTRACTING  CO.,  INC. 

General  Contractors 

Boston,  Mass. 

February  28,  1920 

Assets: 

Cash  $274,899.51 

Accounts  Receivable  $902,478.97 

Less:   Reserve  for  Doubtfuls .. .         10,000.00 

892,478.97 

Notes  Receivable 182,339.33 

Material  and  Supplies 36,948.94 

Liberty   Bonds 141,897.46 

Stock  in  Other  Companies 55,272.37 

$1,588,886.58 

Real  Estate $367,124.43 

Less  Reserve  for  Depreciation. .         13,607.23 

$353,517.20 

Equipment  $412,338.53 

Less  Reserve  for  Depreciation. .       182,913.84 

•      229,4^4.69 

582,941.89 

Due  from  Officers  and  Employees 164,263.15 

$2,831,041.63 

Liabilities: 

Notes   Payable    $487,500.00 

Accounts  Payable: 

Trade  Creditors  $  27,251.05 

Employees'  Deposits 13,515.10 

40,766.15 

Advances  on   Uncompleted  Contracts 11,070.21 

$   539,336.36 

Reserve   for   Insurance .,     $49,547.69 

Reserve  for  Taxes \        60,000,00 

109,547.69 

Capital  Stock: 

Common  $500,000.00 

Preferred  Series  B 193,500.00 

Preferred  Series  C 55,700.00 

$749,200,00 

Surplus 932,957.57 

1,682,157.57 


$2331,041.62 
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We  hereby  certify  that,  in  our  opinion,  the  above  statement  is  properly 
drawn  to  exhibit  a  true  and  correct  view  of  the  affairs  of  General  Contract- 
ing Company,  Inc.,  according  to  their  books  and  the  best  of  our  information. 

(Signed)  New  England  Audit  Co., 

By  Chas.  O.  Walker,  C.  P.  A., 
Manager,  Audit  Dept. 
The  notes  bear  the  endorsements  of  A.  B.  C,  D.  E.  F.  and  H.  I.  J., 
adding,  we  are  advised,  at  least  $750,000  in  outside  worth. 

Surplus  Account: 

Surplus,  March  1,  1&19. $810,065.83 

Net  Profit  this  period 186,242.85 

$996,308.68 
Less  5 

Dividends  on  Preferred  Stock $12,425.00 

Reserve  for  Income  and  Excess  Profits  Taxes. .       50,926.11 

63,351.11 

Surplus,  February  28,  1920 $932,957.57 

Active  accounts  are  kept  with  the  following  institutions:  National 
Bank  of  Commerce,  New  York,  N.  Y.;  Mechanics  and  Metals  National 
Bank,  New  York,  N.  Y.;  Guaranty  Trust  Company,  New  York,  N.  Y.; 
International  Trust  Co.,  Boston,  Mass. 

ANALYSIS  OF  STATEMENT  KK 

The  General  Contracting  Company's  paper  is  of  a  class  not 
generally  offered  in  the  market,  and  we  would  want  to  know  the 
character  of  their  business  before  passing  judgment  thereon.  (See 
checking  letters.)  The  ratio  is  about  three  to  one,  and  satisfactory. 
The  notes  receivable  would  seem  large,  and  would  merit  inquiry. 
If  they  accept  public  contracts,  payments  would  be  made  as  the 
work  progressed.  If  they  take  private  contracts,  receivables  would 
not  add  prestige  to  their  paper,  for  such  are  generally  slow.  If 
the  accounts  receivable  represent  work  in  progress,  well  and  good 
— provided  they  have  not  accepted  contracts  in  a  rising  market, 
where  labor  troubles  and  advancing  cost  of  material  makes  profit 
impossible.  In  fact  all  well  managed  concerns  are  now  accepting 
work  that  involves  labor  and  building  material  only  on  a  cost  plus 
basis,  and  this  is  the  only  safe  way.  Contracting  was  never  so 
hazardous  as  now.  The  accounts  payable  are  relatively  small. 
Altogether,  we  would  want  a  history  of  this  firm  and  a  complete 
statement  of  its  scope  of  operation  before  accepting  this  paper. 

CHECKING  LETTERS 

New  York,  August  15,  1919. 
Replying  to  your  inquiry  of  August  14th,  would  say  that  Gen- 
eral Contracting,  Inc.,  have  been  valued  depositors  of  ours  for  a 
number  of  years.  The  principals  in  the  Company  are  personally 
well  known  to  our  officials,  and  we  regard  them  as  very  high  grade 
men. 
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They  have  handled  a  large  volume  of  business  during  the  last 
few  years,  and,  as  you  undoubtedly  know,  did  a  considerable 
amount  of  Government  work,  building  cantonments.  We  have  ex- 
tended them  liberal  lines  of  accommodation  and  their  obligations 
have  been  satisfactorily  taken  care  of. 

We  recently  received  their  February  28th,  1920,  statement, 
which  showed  progress  for  the  year,  and  we  feel  that  they  have 
their  business  on  a  sound  basis.  Reports  we  have  received  in  our 
investigations  are  uniformly  favorable,  and  we  regard  their  note 
as  a  desirable  investment. 

Credit  Manager, 

New  York,  April  9,  1920. 
General  Contracting  Co. 

The  above  is  a  large  contracting  concern  doing  an  extensive 
business  not  only  in  Boston  but  in  other  large  cities.  It  has  been 
engaged  in  business  for  about  twenty-five  years  and  during  that 
time  has  made  an  excellent  reputation  for  itself,  occupying  an 
excellent  position  both  from  the  standpoint  of  strength  and  the 
quality  of  work  performed. 

The  personnel  of  the  subject  are  men  of  the  highest  standing 
and  we  do  not  hesitate  to  afford  the  subject  a  substantial  line  of 
accommodation  on  the  guarantee  of  Messrs.  *  *  *  (who  are  re- 
ported to  have  outside  means  of  $760,000).  We  have  a  liberal 
amount  of  the  paper  under  discount  at  present,  but  no  persistent 
use  is  made  of  our  discount  facilities.  In  our  opinion  its  note  is  a 
proper  banking  investment. 

Vice-President. 

STATEMENT  LL 


S.  G.  CORPORATION 

New  York 

December  31,  1919 

A  Qai;*np<a  * 

Cash  at  Banks  and  on  Hand $  831,412.02 

Accounts  and  Notes  Receivable — less  Reserves  1,497,314.68 

Sundry  Debtors— less  Reserves 182,761.19 

Inventories — Crude  Oil,  Refined  Products  and 

Materials  and  Supplies 1,804,813.00 

United  States  Liberty  Loan  Bonds,  at  cost, 

less  unpaid  thereon 125,500.00 


$  4,441,800.89 


Real  Estate,  Oil  and  Gas  Leases,  Oil  Wells  and  Equipment, 
Pipe  Lines,  Refineries,  Terminals,  Tank  Cars,  Steamships 

and  Steamship  Charters,  etc 54,693,589.93 

Investments  in  and  Advances  to  Af&liated  Companies 1,207,459.36 

Specific  Funds 8,431.09 

Prepayments,  Unamortized  Discount  on  Bonds,  etc 1,254,354.33 

.                      '  $61,605,635.60 
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Liabilities: 

Accounts  Payable $1,100,750.24 

Accruals   and   Miscellaneous,   including   Esti- 
mated Federal  Taxes 726,482.57 

$  1,827,232.81 

Equipment  Trust  Notes  and  Purchase  Money  Obligations..  645,690.14 

Ten- Year  6%    First  Lien   Convertible   Gold   Bonds,   dated 
March  1,  1917: 
Authorized  Issue $20,000,000.00 


Outstanding  in  Hands  of  Public 9,426,500.00 

Reserves : 

For  Depreciation $2,623,972.55 

For  Replacement  of  Equipment 427,081.90 

For  Depletion  and  Amortization  of  Oil 
and  Gas  Leases  and  for  Amortization 
under  Section  234  of  the  Revenue  Act 
of  1918 3,604,858.85 


Capital  Stock: 

Authorized  Issue — no  par  value.. 1,000,000 Shrs. 

Less:  Deposited  with  Trustee  for  ten- 
year  Convertible  6%: 

Gold  Bonds 244,301 

In  Treasury 14,497 

258,798  « 


6,655,913.30 


Outstanding  in  Hands  of  Public 741,202  "       40,611,288.33 

Earned  Surplus  to  December  31,  1919 2,422,963.29 

Suspended  Earnings 16,047.73 


$61,605,635.60 


Net  earnings  from  Operations  for  the  year  ended  December 

31,  1919 $  5,600,861.21 

Miscellaneous  Income 468,413.20 


$  6,069,274.41 
Deduct: 

Interest  and  Discount  and  Federal  Taxes.     $1,256,513.86 

Depreciation  1,154,244.42 

Depletion   and   Amortization  of   OU   and 
Gas  Leases   1,413,233.44 

3,823,991.72 

Net  Income  for  the  Year,  carried  to  Surplus. $  2,245,282.69 

Surplus  January   1,   1920,  per  Certified  Ac- 
countants  $1,093,277.24 

Add: 

Suspended  Earnings  and  Adjustments  ap- 
plicable to  the  year  1919 *         302,889.17 

1,396,166.41 


Total    $  3,641,449.10 

Less: 

Additional  Depletion  and  Amortization  of  Oil  and  Gas 
Leases  applicable  to  period  prior  to  January  1,  1920, 
and  Amortization  under  Section  234  of  Revenue  Act 
1918 1,218,485.81 


Balance  of  Unearned  Surplus  December  31,  1919,  carried 

13  Balance  Sheet $  2,422,963.29 
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BANK  ACCOUNTS— Chase  National  Bank,  New  York,  N.  Y.;  Me- 
chanics and  Metals  National  Bank,  New  York,  N.  Y.;  Chatham  &  Phenix 
National   Bank,   New   York,   N.  Y.;   National  Bank   of  Commerce,  New 

York   N.  Y. 

ANALYSIS  OF  STATEMENT  LL 

This  is  a  very  large  oil  corporation,  and  shows  a  strong  posi- 
tion. The  quick  assets  are  nearly  four  and  a  half  million  to  pay 
less  than  two  million.  The  real  estate  and  leases  constitute  a  large 
part  of  the  total  worth,  a  factor  to  be  expected.  The  company 
has  issued  ten-year  bonds  to  the  amount  of  $9,426,600,  and  sold 
them  at  a  discount,  which  is  held  as  an  asset  to  be  retired  by  amor- 
tization. This  is  permissible.  The  equipment  trust  obligations 
are  notes  or  bonds  issued  against  tank  cars  and  other  movable 
assets.  The  reserves  are  substantial,  but  whether  sufficient  or  not 
depends  upon  the  quality  of  the  audit.  The  company's  current 
condition  is  substantial  and  fortified  by  a  large  volume  of  fixed 
assets  that  have  large  earning  capacity.  This  is  the  age  of  oil  and 
all  well  managed  oil  companies  are  bound  to  profit  thereby. 

CHECKING  LETTERS 

Philadelphia,  April  8,  1920. 

Replying  to  your  inquiry  of  the  7th  instant,  the  S.  G.  Cor- 
poration of  New  York  City  opened  an  account  with  this  institution 
in  May,  1917.  We  have  fixed  a  substantial  line  of  credit  for  the 
company,  but  no  use  has  been  made  of  this  accommodation  up  to 
this  point. 

Mr.  S.  is  recognized  as  a  constructive  leader  with  a  large 
grasp  of  the  oil  business.  A  member  of  a  local  banking  house 
whose  firm  participates  in  the  financing  has  made  a  careful  investi- 
gation, and  while  there  is  a  tendency  to  expand  the  business  and 
fixed  investments  to  the  limit,  our  informant  has  a  favorable  opinion 
of  the  property  and  the  management. 

On  September  22nd  the  stockholders  of  the  company  ratified 
a  plan  for  the  consolidation  of  the  three  interests  under  the  style 
of  the  S.  C.  Oil  Corporation  with  an  authorized  capitalization  of 
6,600,000  shares,  all  common  stock  of  no  par  value. 

The  paper,  in  our  judgment,  constitutes  a  good  risk  and  we 
have  been  satisfied  to  take  it  for  our  outlying  correspondents  when 
the  choice  is  left  to  our  discretion. 

Please  receive  the  above  in  strict  confidence  and  without  lia- 
bility on  the  part  of  this  bank  or  the  writer. 

President. 

New  York,  March  20,  1920. 

Replying  to  your  letter  of  inquiry  of  the   17th  instant,  the 

S.  G.  Corporation  carried  an  entirely  satisfactory  account  with  us 

from  the  time  of  its  organization.     They  have  not  borrowed  from 

us,  but  we  have  been  loaning  one  of  their  affiliated  concerns  a  very 
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substantial  amount,  having  not  long  ago  increased  the  lines  of 
accommodation,  which  is  probably  the  best  evidence  we  can  give  of 
our  confidence  in  the  organization. 

No  doubt  you  have  noticed  various  items  which  have  appeared 
in  the  newspapers  bearing  upon  the  formation  of  the  S.  G.  Oil 
Corporation  of  New  York  to  effect  the  consolidation  of  various 
interests.  The  consolidation  was  ratified  at  a  meeting  of  the  stock- 
holders of  the  three  companies,  held  quite  recently.  There  will  be 
no  change  in  the  management  and  our  attitude  will  in  no  way  be 
altered  by  the  merger.  The  company  represents  a  complete  unit 
in  the  oil  industry,  producing,  refining,  transporting  and  selling. 
It  has  some  strong  banking  connections,  both  here  and  out  of  town, 
strong  financial  interests  are  identified  with  the  control  of  the  com- 
pany and  we  consider  it  entirely  responsible  for  its  commitments. 

We  trust  the  foregoing  may  prove  of  service  to  you. 

Vice-President. 

New  York,  April  9,  1920. 

The  S.  G.  Corporation  of  this  city  was  organized  in  1917  as 
a  holding  company  for  various  oil  propositions.  Since  its  organi- 
zation the  company  has  rapidly  increased  and  expanded  and  today 
is  one  of  the  prominent  oil  concerns  in  this  country.  The  regularly 
published  statement  shows  large  resources  and  indicates  that  the 
company  is  in  a  sound  financial  condition.  Its  directorate  impresses 
us  favorably  and  we  are  glad  to  have  the  account  on  our  books. 
We  might  add  that  the  account  with  us  is  satisfactory  in  every 
way  and,  while  we  have  established  large  credit  facilities,  we  find 
them  infrequent  borrowers.  We  frequently  purchase  this  paper  in 
the  open  market  for  our  own  account;  in  fact  we  have  a  round 
amount  on  our  books  at  the  moment  and  consider  it  a  good  risk. 

We  assure  you  that  it  is  a  pleasure  to  be  of  service. 

Assistant  Cashier. 

STATEMENT  MM 

J.  A.  D.  COMPANY 

Manufacturers  of  Chairs 

Worcester,  Mass. 

September  30,   1919 

Assets: 

Cash $  30,444.52 

Cash  Surrender  Value  of  Life  Insurance 30,375.35 

Accounts  Receivable  247,859.09 

Notes  Receivable 29.00 

Inventories  of  Merchandise 495,915.57 

$   804,623.53 

Real  Estate  and  Plant  at  Worcester $394,549.42 

Equipment  at  Branches 12,998.43 

407,547.85 

Prepaid   Expense   Items 11,474.19 

$1,223,645.57 
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LlABIIJTIES: 

Notes   Payable $332,500.00 

Accounts    Payable    23,740.99 

$   356,240.99 

Capital  Stock $500,000.00 

Surplus   283,581.08 

Reserves  for  Depreciation,  etc 83,823.50 

867,404.58 


$1,223,645.57 
Total  Xet  Earnings  for  Year. ......     $87^88.78 

Dividends  Paid 30,750.00 

$56,638.78 
Transferred  to  Res.  for  Depreciation      13,171.56 

Balance,  transferred  to  Surplus $43,467.22 


We  hereby  certify  that  we  have  examined  the  books,  accounts  and 
inventories  of  J.  A.  D.  Company  for  the  period  of  one  year  ending  Sept. 
30,  1919,  and  the  above  Balance  Sheet,  which  is  in  accord  with  the  books, 
in  our  opinion,  correctly  represents  the  financial  condition  of  the  company 
as  of  September  30,  1919.  The  plant  was  appraised  as  of  November  2, 
1912,  by  the  National  Appraisal  Company  of  Boston,  and  now  stands  on 
the  books  at  the  appraised  value  plus  actual  cost  of  certain  additions  since 
the  appraisal. 

(Signed)  Waldron  H.  Rand  &  Co., 
Certified  Public  Accountants  (Mass.) 

J.  A.  D.  COMPANY 

Worcester,    Mass. 

This  business  was  established  in  1839,  and  was  incorporated  in  1902. 
F.  C.  and  G.  A.  D.  are  the  active  managers.  They  have  been  connected 
with  the  Company  since  boyhood,  and  are  regarded  as  men  of  high 
character  and  ability,  giving  their  whole  time  to  the  management  of  the 
Company's   aflFairs. 

The  Company  manufactures  chairs  of  all  kinds,  cane  webbing,  reeds 
and  rattan  products.  They  are  sold  freely  for  their  requirements,  and 
are  reported  as  discounting  all  bills. 

S>LES-^1,405,188.24 

In  addition  to  the  net  earnings  of  $87,388.78  shown  on  the  statement, 
the  Company  paid  a  Government  tax  of  $12,788.78. 

Endorsed— G.  A.  D.,  F.  C.  D. 
BANK    ACCOUNTS— International    Trust    Co.,    Boston,    Mass.;    First 
National  Bank,  Boston,  Mass.;  Girard  National  Bank,  Philadelphia,  Pa. 

ANALYSIS  OF  STATEMENT  MM 

This  chair  manufacturer  in  New  England  dates  from  18S9  and 
shows  a  good  statement — four  to  one.  The  notes  receivable  are 
nil.  The  valution  of  the  plant  is  stated  at  $394,000,  which  is  ex- 
plained in  the  certificate  of  audit.  The  accounts  payable  are  small 
and  the  reserves  substantial.  The  net  increase  in  surplus  for  the 
year  was  $43,467.00.  This  paper  should  prove  most  satisfactory 
as  a  bank  investment  and  has  no  unfavorable  features.  There 
should,  however,  be  a  reserve  for  income  tax. 
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CHECKING  LETTERS 

Philadelphia^  Oct.  2,  1919. 

In  answer  to  your  letter  of  1st  August,  inquiring  relative  to 
the  J.  A.  D.  Company,  we  beg  to  say  that  the  account  has  been 
with  us  for  a  number  of  years  and  we  do  not  hesitate  to  extend  to 
it  a  good  line  of  accommodation. 

We  recently  reinvestigated  as  to  the  standing  of  the  proposition 
with  others  and  found  that  it  continued  in  favor  with  those  having 
direct  relations  with  it,  and  that  both  the  financial  and  moral  phases 
of  the  risk  were  regarded  as  good. 

The  Company's  financial  statement,  audited  by  certified  ac- 
countants, shows  a  very  good  margin  of  quick  assets  over  liabilities. 

Vice-President. 

Boston,  Oct.  4,  1919. 

The  J.  A.  D.  Company,  about  which  you  inquired  in  your  letter 
of  the  first,  is  a  large  manufacturer  of  chairs  and  is  the  outgrowth 
of  a  business  established  many  years  ago.  The  current  statement, 
that  of  Sept.  30,  1919,  makes  a  satisfactory  showing  and,  when 
compared  to  the  previous  year's  exhibit,  shows  progress.  The  other 
depository  banks  apparently  entertain  a  favorable  opinion  of  the 
risk,  for  each  expresses  a  willingness  to  extend  accommodation 
whenever  called  upon.  The  management  rests  in  the  hands  of 
gentlemen  of  experience  and  reliability,  all  of  whom  have  been 
connected  with  the  business  for  a  great  many  years.  A  satisfactory 
account  is  maintained  with  this  institution,  and  although  we  are 
pleased  to  extend  substantial  discount  privileges,  the  company  is 
entirely  out  of  debt  at  this  writing.  We  believe  the  note,  as  offered 
to  you  at  this  time,  constitutes  a  safe  and  desirable  investment. 

Kindly  treat  the  foregoing  in  confidence,  without  recourse  to 
ourselves.  Credit  Manager. 

STATEMENT  NN 

H.  J.  B.  COMPANY,  BOSTON,  MASS. 

Iron,  Sheet  Metals 

July  1,  1919 

Assets: 

Cash  on  Hand  and  in  Banks $  10,614.51 

Accounts  Receivable — Customers . . .     $353,200.76 
Accounts  Receivable — Due  from  Of- 
ficers or  Employes 3,232.72 

355,433.48 

Bills  Receivable — Customers    10,614,51 

Merchandise   (Less  than  cost) 514,623.82 

Liberty  Bonds 198,496.02 

$1,089,782.34 

Real    Estate    108,334.22 

Machinery    and    Fixtures 2,000.00 


$1,200,116.56 
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LlABIIJTIES; 

BiUs  Payable    $  75,000.00 

Accounts  Payable 167,752.22 

Due    to    Individuals 1,968.75 

$   244,720.97 

Reserves 300,000.00 

Capital    Stock— Preferred $200,000.00 

Capital  Stock— Common    100,000.00 

300,000.00 

Surplus 355,395.59 

$1,200,116.56 

(Signed)   H.  J.  B,  CO., 
H.  J.  B.,  Treas. 

BANK  ACCOUNTS— Webster  &  Atlas  National  Bank,  Boston,  Mass.; 
Vietropolitan  Trust  Co.,  Boston,  Mass.;  Massachusetts  Trust  Co.,  Boston, 

BROKER'S  COMMENT 

This  business  was  established  by  H.  J.  B.  in  1888  and  was  incorporated 
under  Massachusetts  laws  in  1894,  with  a  capital  of  $20,000.  The  Company 
enjoys  the  full  confidence  of  financial  institutions,  and  its  officers  are 
spoken  of  as  men  of  excellent  business  and  executive  ability. 

A  steadily  increasing  volume  of  business  is  reported,  and  operations  are 
on  a  very  profitable  basis,  as  is  shown  by  the  fact  that  the  Company  has 
for  the  last  two  years  paid  taxes  to  the  Government  of  approximately 
$250,000  each  year.  In  addition  to  this,  the  regular  7%  on  the  preferred 
and  liberal  dividends  on  the  common  have  been  paid. 


Sales 

1916 

1917 

1918 

$1,530,779 

$2,361328 

$2,581,795 

In  the  trade  the  Company  is  reported  in  highest  credit,  taking  advan- 
tage of  the  shortest  terms  whenever  substantial  discounts  are  granted. 
Ample  insurance  is  carried  at  all  times. 


ANALYSIS  OF  STATEMENT  NN 

This  steel  company  has  paid  half  a  million  in  taxes  to  the 
Government  in  two  years,  showing  substantial  earning  power.  The 
cash  would  seem  small  for  a  million  dollar  concern.  The  bills 
receivable  are  nominal.  The  merchandise  has  been  valued  at  less 
than  cost — presumably  at  the  market,  which  has  no  doubt  felt  the 
effects  of  peace.  The  accounts  payable  would  seem  large,  but  rep- 
resent about  one  month's  purchases.  The  capital  has  increased  from 
$20,000  to  $200,000  and  sales  have  increased  a  million  dollars  in 
two  years.  What  effect  the  war  has  had  and  peace  will  have  on 
such  a  concern  can  only  be  known  by  a  close  examination  into  the 
affairs  of  the  company.  The  checking  letters  throw  light  upon  the 
company's  affairs  that  clears  up  all  doubtful  points.  The  statement 
is  a  particularly  good  one  and  the  paper  would  pass  as  prime. 
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CHECKING  LETTERS 

Boston,  Mass.,  August  2,  1919. 

The  H.  J.  B.  Company,  subject  to  your  inquiry  of  August  1st, 
are  large  jobbers  of  iron,  steel  and  metals,  and  the  business  is  an 
old,  well-established  one,  having  been  originally  established  in  1888. 
The  Company  has  favored  us  with  one  of  their  accounts  for  several 
years  and  has  won  our  full  confidence.  We  extend  them  a  sub- 
stantial line  of  accommodation,  of  which  they  make  moderate  and 
infrequent  use,  and  during  1918  they  were  entirely  out  of  our  debt 
the  greater  part  of  the  year.  Mr.  B.,  who  is  the  dominant  factor, 
is  a  straight-forward  hard-working  man  who  has  built  up  the  busi- 
ness to  its  present  proportions  from  small  beginnings.  It  is  distinc- 
tively a  jobbing  business,  and  the  salesmen  cover  all  of  New  Eng- 
land and  probably  go  into  New  York  State. 

In  the  last  few  years  they  were  fortunate  in  having  big  stocks 
of  merchandise  on  hand,  which  showed  them  a  handsome  profit,  so 
that  their  statement  to-day  is  a  most  attractive  one.  The  last  figures 
we  have  on  file  are  those  of  December  31,  1918,  which  show,  as 
you  probably  know,  $1,089,749  to  pay  $244,720.  This  did  not 
include  their  taxes,  but  the  Company  has  been  in  sufficiently  liquid 
condition  to  handle  these  payments  without  embarrassment.  The 
Accounts  Receivable  are  well  scattered  and  the  losses  from  bad 
debts  have  been  remarkably  low.  The  Inventory,  which  is  the  most 
important  item,  was  taken  on  a  very  conservative  basis. 

The  Company  is  well  spoken  of  by  the  big  steel  and  iron 
industries,  and  we  have  no  hesitation  in  commending  their  note  as 
a  safe  investment. 

Vice-President. 


Boston,  Mass.,  August  2,  1919. 

Your  inquiry  of  the  1st  inst.  at  hand,  regarding  H.  J.  B.  Com- 
pany. In  reply  beg  to  say  that  the  within  named  is  one  of  our 
valued  depositors  and  came  here  highly  introduced.  We  have  had 
occasion  to  look  into  their  financial  affairs,  and,  on  the  strength  of 
our  investigation,  have  extended  to  them  our  limit,  i.  e.,  $60,000. 
They  take  care  of  their  obligations  in  a  prompt  manner  and  maintain 
fine  balances  at  all  times.  Mr.  B.,  the  treasurer  of  the  Company, 
is  a  man  of  very  high  standing  and  of  exceptional  ability  in  his 
line.  Therefore,  judging  by  our  experience  and  our  knowledge  of 
the  Company,  we  feel  that  their  paper  should  prove  a  safe  and 
desirable  banking  investment. 

Trusting  the  foregoing  will  be  of  value,  we  are. 

Vice-President  and  Treasurer. 
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